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FOREWORD 


This short book is addressed to the general public as 
well as to professional economists. I have, therefore, 
been as sparing as possible in the use of technical 
terms and have also, with few exceptions, refrained 
from theoretical discussions. 

The statistical information in this book is derived 
almost entirely from such official or semi-official 
sources as the pubhcations of the Reichs Statistical 
Office, the Reports of the Reichskreditgesellschaft, the 
bulletins of the Business Research Institute {Institutfur 
Konjunkturforschung), etc. For general information 
on economic policy, and particularly on the practical 
application of such pohcy, I have rehed chiefly upon an 
intensive study of German periodical literature from 
1933 to 1938. With the exception of officials in the 
office of the Trustee of Labour at Hamburg, I have 
deliberately refrained from approaching any of those 
in higher administrative positions in the German 
State, as I was concerned to find out as far as I could 
how the system was working, and not merely how it 
stood on paper, or how those administering it at the 
top regarded it. My chief personal contacts inside 
Germany have been with professional economists and 
with members of the general public, employers and 
others. 

With regard to the statistical information the 
objection may be raised that, being official, it cannot 
be relied upon. To this I would reply, in the first 
place, that the deliberate manipulation of official 
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statistics would be an administrative impossibility in 
Germany, where the whole economic system is based 
on the existence of accurate quantitative data. A 
moment’s reflection will show that it is not practicable 
to have two sets of figures — one for publication and 
another and different set for official use only. In the 
second place, no one could handle for months on end 
the statistics, official and otherwise, of a country, 
covering a number of years, without gaining a clear 
impression of their general consistency and reliability. 
Earher figures are in fact being revised all the time, 
sometimes upwards and sometimes downwards, and 
there are often discrepancies between different esti- 
mates for the same series. These make the task of 
the research worker more difficult, but certainly do 
not point to officially-inspired tampering with the 
true figures. My own conclusion is that the statistical 
material provided in Germany is as accurate as that 
of any other country. If the Germans wish to conceal 
certain economic facts, they refrain from publishing 
them ; they do not, so far as I can judge, knowingly 
issue a false set of figures, though in a few cases, e.g. 
food statistics, where the current figures might have 
a possible mihtary significance, they may be so drawn 
up as to conceal a part of the truth. 

In principle my survey covers the period from 1933 
to the incorporation of Austria in March 1938, although 
I have referred in places to certain events of great 
importance which have taken place since then. In a 
book of this size it is quite impossible to do more 
than trace in outline the general course of economic 
development in Germany ; hence a great deal which 
should be properly included in a more comprehensive 
study has had perforce to be omitted here. 
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Througliout tHs book my aim has been to approach 
the study of economic conditions in contemporary 
Germany from an impartial and objective standpoint. 
While I do not share the political tenets of National 
Socialism, I have kept, I hope, all political bias out of 
my work. Further, I am not concerned to make pro- 
paganda either for or against Germany on the basis 
of her economic achievements — whether successes or 
failures. My main endeavour, both as economist and 
historian, has been to get as near to the truth as 
possible. Finally, I am concerned throughout only 
with the economic aspects of the German recovery 
since 1933, and have left political considerations on 
one side. I desire explicitly to dissociate myself from 
inferences of a political character which others may 
draw from the economic facts which I have described ; 
while so far as economic inferences are concerned, I 
would draw attention to the caution expressed on 
pp. 232-3. 

It is my hope none the less that my book may 
contribute to give to Enghsh-speaking readers a more 
accurate and a fairer interpretation of the economic 
organisation of National Socialist Germany than has 
been hitherto available. 

I wish to express my thanks to the many people 
who have helped me in one way or another in the 
collection of material, and by criticism and correction 
on points of detail ; I am especially grateful to my 
friend and colleague Mr. E. A. G. Robinson, who has 
read the whole of the manuscript and to whom I am 
indebted for a number of valuable suggestions. 

C. W. GUILLEBAUD. 

St. John’s College, Cambridge, 

December 1938 . 
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CHAPTER I 


THE HISTORICAL BACKGROUND 


I 

PROM THE STABILISATION OE THE MARK IN 1923 
TO THE BOOM OE 1927-1929 

The facts of the great post-war inflation in Germany 
are too well known to need recapitulation kere. It 
must sufl0.ce for our purposes tkat, beginning slowly 
in 1919 and continuing at a moderate rate tkrougkout 
1920 and 1921, tke inflation acquired a rapidly in- 
creasing momentum from tke latter part of 1922 
onwards, until in 1923 it attained a pkantastic tempo, 
suck as tke world kad never seen before. Under tke 
combined influence of tke reparation pokey of tke 
Allied Powers, of tke Frenck occupation of tke Rukr 
and of a faulty economic policy, tke German mark 
sank until it kad lost practically all its purckasing 
power. Finally, on November 20, 1923, a new cur- 
rency unit, tke rentenmark, was introduced, and tke 
value of tke old mark was stabilised at tke equivalent 
of one milkon million paper marks equal to one 
rentenmark. 

Tkis vast inflation produced fundamental ckanges 
in tke social and poktical structure of tke country ; 
tke wkole money wealtk and savings of tke propertied 
middle classes were swept away, and a very difier- 
ent Germany came out of tke catastropke. On tke 
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economic side it may be observed here that while, on 
the one hand, she emerged with the virtual abohtion of 
her previous debt structure (including the wiping-out 
of the national debt — a small portion of the debt was 
subsequently re-valorised), on the other hand a great 
deal of investment had taken place under the stimulus 
of inflation which was later to prove uneconomic and 
to involve the owners in ruin. Moreover, stocks of 
working capital and liquid capital in all forms had 
almost completely disappeared.^ The Exchequer was 
empty and there was no question at this moment of a 
foreign loan. 

The rentenmark, which was based, not on gold, 
but on a first mortgage on German industry, com- 
merce, and agriculture, was issued to the extent of 
2,400 million rentenmarks, one half of which was 
handed over to the Eeich to cover its immediate 
requirements. At the same time the issue of the old 
paper marks, which continued to circulate, was very 
largely increased. That in the face of this currency 
expansion it should have been possible to maintain 
the stabihty of the foreign exchanges was due mainly 
to such circumstances ® as : the withdrawal from cir- 

^ Cf . the following figures given by Dr. Schacht in his book The Stabilisa- 
tion of the Marie, p. 190 : 

Total RBSOtrEOEs ob Geemait Monetary Institutions 



End of 1913 
Mrd. Pre-war 
Marks 

End of 1923 
(Mrd. llcntenmarks) 

Savings banks 

* 

19-7 

0-1 

Banks 

• 

13-4 

2-7 

Co-operative credit societies 

0 

4*6 

0-4 

Insurance institutions 

9 

6-3 

1-2 



44-0 

4*4 


N.B . — One milliard =1,000 millions. 

^ Cf. Bresciani-Turoni, The Economics of Inflation, pp. 348-9. 
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culation of the various substitute currencies which 
had been issued during the inflation, and which at the 
end amounted to two-thirds of the total circulation ; 
the tremendous decline in the velocity of circulation 
of the currency as soon as its value had been stabilised ; 
and the relative stabilisation of money wages and 
other money incomes. 

The cessation of inflation brought with it as its 
immediate effect a large increase in recorded un- 
employment, which rose to 1,533,000^ on January 1, 
1924. There were many difiicult problems of adapta- 
tion to the new conditions, not least in the capital 
market. Interest rates, in terms of the new stable 
currency, were as high as 100 per cent, in January 
1924 ; and even from February to May of that year 
the average annual rate for money lent by the month 
was 35-3 per cent. The Eeichsbank’s own rate was 
kept at the (in comparison) modest level of 10 per 
cent., and it endeavoured by a liberal credit policy to 
bring about a reduction in money market rates. In 
this it was successful ; activity revived, and unemploy- 
ment for the first time since August 1923 began to 
decline and was not more than 700,000 in April 1924. 
The recovery led, however, to a considerable increase 
in the volume of imports, with the result that the 
external value of the rentenmark showed unmistake- 
able signs of weakness. The Keichsbank was forced 
to intervene in April with a drastic poHcy of credit 
restriction and credit rationing, which, though it 
restored the stability of the currency, produced many 
bankruptcies, a return to higher interest rates and 

^ This figure only represents the number of those registered with the 
employment exchanges, and as compulsory unemployment insurance was 
not introduced till 1927, it greatly understates the number of those actually 
without work. 

B 
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widespread depression and unemployment. 

At this juncture there appeared (April 9, 1924) the 
report of the Dawes Committee, in which was pro- 
posed a plan for settling, at least provisionally, the 
hitherto apparently insoluble problem of reparations. 
This plan, which was approved by the Allied Powers 
on August 16 and was brought into force on September 
1, 1924, was to have a dominating influence on the 
economic development of Germany for the next five 
years. 

Although the Dawes Plan left the total habilities 
of Germany for reparations still indeterminate, it fixed 
annual quotas rising from 1,000 million KM. (£50 
milhons) in the first year to 2,600 million RM. in the 
fifth and subsequent years.^ The Plan provided for 
the collection of the full amount of the annuities in 
RM., but entrusted the duty of effecting their transfer 
into foreign currencies to the Agent for Reparations, 
who was under obligation not to transfer more than 
the exchange could stand. In other words, there was 
a transfer protection based on the guaranteed stability 
of the external value of the mark. 

The acceptance of the Plan carried with it further 
the complete evacuation of the Ruhr by France and 
Belgium and a foreign loan of 800 million RM. to 
facilitate the payment of the first annuity. It remains 
to mention two other important measures which were 
carried out in August 1924 as an integral part of the 
Dawes Plan. Firstly, the new statutes of the Reichs- 
bank placed it in a position of independence of the 

1 A “ prosperity index ” afforded the possibility that the maximum 
annuities might later be increased if Germany’s wealth became greater, 
while a “ gold clause ” provided for a revision of German payments in either 
direction in the event of the general purchasing power of gold altering by 
not less than 10 per cent. (RM. is short for Reichsmark.) 
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State, and gave special powers to the President of the 
Bank to control credit so as to ensure the stabihty of 
the currency and the convertibility of the notes into 
gold. But they did not, be it noted, confer on the 
Eeichsbank the power of directly influencing the 
volume of credit or the long-term rate of interest by 
open-market dealings in securities on any appreciable 
scale. Secondly, the old paper marks and the new 
rentenmarks were replaced by the new reichsmark, 
which had the same parity but was based directly on gold. 

The news of the acceptance of the Dawes Plan had 
an immense psychological effect both in Germany and 
abroad. The success of the Dawes Loan was im- 
mediate and was followed by a considerable inflow of 
foreign loans to Germany ; it has been estimated that 
1,200 million EM. had been lent to Germany by the 
end of 1924, and at least an equal sum was borrowed 
during each of the two following years. Trade once 
more revived and employment improved, but in June 
1925 occurred the collapse of the great Stinnes concern, 
which gave a heavy blow to confidence and ushered 
in a prolonged period of depression and heavy un- 
employment. The long-delayed final liquidation of 
the inflation boom now took place and many thousands 
of the mushroom firms which had originated then were 
forced into bankruptcy. For a while the flow of 
foreign credits slackened, with the result that the 
acute domestic scarcity of capital weighed heavily on 
German industry and commerce, the more so as the 
Eeichsbank maintained its policy of credit restriction 
throughout the whole of 1925.^ 

1 The foreign balance was unfavourable and the gold and foreign exchange 
holdings of the Reichsbank declined from 2-18 to 1-51 milliard RM. between 
February and September 1925. 
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By tte end of 1925 a large part of the most neces- 
sary adjustments to the condition of a stable currency 
had been accomplished, and the way was becoming 
clear for a revival of trade, which set in slowly during 
the course of 1926. The depression of the internal 
German market during the previous year brought with 
it a contraction of imports and expansion of exports, 
and this was aided by the good harvest of 1925 which 
decreased the need for imports. Believed once more 
of pressure upon the exchanges, the Keichsbank was 
able to lower its discount rate by stages from 9 per 
cent, in September 1925 to 6 per cent, in July 1926, 
and to allow credit to increase. Internal confidence 
revived, industrial shares rose rapidly in price and 
long-term interest rates in general moved downwards. 
Only unemployment remained very high (over two 
million for the average of 1926), partly owing to 
the continued liquidation of the inflation firms,^ and 
to structural changes in German industry due to 
rationalisation measures, which involved a very large 
initial displacement of labour. 

One important result of the depression of 1925-26 
had been to awaken a keen interest in Germany in 
the adaptation of her industrial structure and organisa- 
tion, both to the new territorial conditions of the 
Beich and to the changes in technique which had taken 
place in other countries since the war. The collapse 
of the Stinnes concern pointed the moral that much 
of the development of the immediate post-war years 
had been faulty and ill-conceived and stood in need of 
drastic reorganisation. Industrial Germany from 1925 

^ Between the third quarter of 1925 and the second quarter of 1927 there 
were 31,000 bankruptcies and the number of firms going into voluntary 
liquidation exceeded the establishment of new ones by over 19,500. 
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to 1929 was dominated by tbe idea of rationalisation. 
In its German form tbis signified tbe erection of new 
plants and tbe rebuilding and extension of old ones ; 
tbe elimination of uneconomic units ; tbe adoption of 
new tecbnical devices, above all, large-scale mass- 
production American methods ; ^ and tbe formation 
of big fusions, among tbe most notable of wbicb were 
tbe great cbemical combine, tbe I.G., in November 
1925 and tbe Vereinigte Stablwerke in tbe iron and 
steel industry in May 1926. With characteristic 
energy and thoroughness tbe business leaders of 
Germany set to work to bring their plant and equip- 
ment up to date in line with tbe most modern ideas, 
with tbe determination of reducing production costs 
and thus restoring Germany’s competing power in 
world markets. The widespread bebef within tbe 
country that these measures, in conjunction with 
manifest signs of improvement in trade abroad, would 
prove effective and would finally overcome all tbe 
troubles of tbe post-war period, led to a very optimistic 
feeling, wbicb was eminently favourable to domestic 
saving and investment in Germany. 

Tbe outside world also was impressed by tbis 
determination to build up anew Germany’s industrial 
structure, and American capital in particular was very 
ready to come to her assistance at a time when tbe 
American balance of trade was highly favourable, tbe 
Government disposed to favour a re-distribution of 
gold stocks, while German interest rates were most 
attractive. 

All that was needed to set tbe ball rolbng was an 

1 Thus what Mr. Hawtrey has termed the “ deepening” of capital — 
the increase in the amount of capital per unit of output — played an even 
more important part in this expansion of investment than the “ widening ” 
of capital. Cf. Hawtrey, Capital and Employment j chaps. Ill and IV. 
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initial stimulus, whicli was provided by the English 
coal strike of May to November 1926. This gave to 
the German coal industry a big impetus, which soon 
extended to the iron and steel and investment goods 
industries generally. A further favourable factor was 
the stabilisation of a number of important currencies 
in terms of gold during the course of 1926. 

Eevival began in good earnest in the latter part of 
1926 and developed into a pronounced boom which 
lasted until 1928-29. While it presented many of the 
usual features of a cyclical boom, e.g. great investment 
activity, expansion of income and strong pressure on 
the credit and capital markets, in other respects it was 
highly abnormal. In the first place it was accompanied 
throughout by extremely high long- and short-term 
rates of interest ; secondly, it was largely financed by 
imports of foreign capital, of which more than half 
were short-term credits ; thirdly, the rapidly rising 
Dawes annuities were being paid in full throughout 
the period ; ^ fourthly, unemployment continued to 
be very extensive : the average number of registered 
unemployed in 1927 was 1,353,000, in 1928 it was 
1,353,000 and in 1929 it was 1,892,000. The actual 
number out of work was considerably larger than these 
figures would indicate, as registration was still in- 
complete. 

The promptness with which domestic saving was 
resumed after the stabihsation of the mark and the 
magnitude which it attained were alike remarkable. 
From 1924 to 1929 the domestic money accumulation 
of the German people amounted to 43-48 milliard 

^ About one-half of the annuities was actually transferred over the ex- 
changes, while the other half consisted of deliveries in kind and similar pay- 
ments, but the general economic effects on Germany did not differ substanti- 
ally in the two cases. 
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RM.^ (£2,150-£2,400 millions), while not less than 9-7 
milliards are estimated to have been held abroad by 
Germans in December 1930.*“ But large though the 
internal savings were, they were quite inadequate to 
meet the combined demands of German industry and 
agriculture and of public bodies in a period of general 
expansion.® One outstanding result of this was the 
high level of interest rates prevailing in Germany 
between 1925 and 1929, as can be seen from the 
following table : 

TABLE I 

Short- and Long-Term Interest Rates 

Per Cent. 

1925 1926 1927 1928 1929 

Commercial biU rates . . 8-95 5-75 5-79 6-91 7-33 

Yield of all fixed interest securi- 
ties quoted on Berlin Stock 

Exchange . . . 9-72 7-99 7-28 7-83 8-18 


The existence of these rates, together with the 
favourable prospects of Germany’s industry, resulted 
in a vast inflow of foreign credits, with the aid of 
which not only were reparations financed, but very 
large additions were made to German capital invest- 
ment. It is important to note that the chief role of 
the imports of foreign credits was to finance the 
import of foodstuffs and raw materials, which were 
required by the growth of the national income and of 
output, and which, in the absence of such credits, 
could not have been financed by an equivalent growth 

^ V iertdjahrsheft zur Konjunkturforschung^ Sonderheft 22, 1931, pp. 
28-9. 

2 Report of Layton Committee, Appendix IV. 

® Germany suffered from the loss of the whole of her pre-war investments 
of capital abroad, which have been estimated at 20 milliard RM. 
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of exports, in view of the conditions of foreign demand, 
the German price and cost structure and the cir- 
cumstances of domestic production. 

During 1925 and 1926 the long-term type of foreign 
loan predominated although there was also a very 
considerable volume of short-term borrowing. By the 
end of 1926, however, the President of the Keichs- 
bank. Dr. Schacht, was becoming alarmed at the 
growing volume of indebtedness, and under his influ- 
ence the Government withdrew, from December 1926 
to May 1927, the previous exemption of long-term 
loans from German taxation. The result was to 
diminish very greatly the inflow of such loans, but to 
stimulate all the more that of the far more dangerous 
short credits, which were not sub j ect to the profit tax. 
In vain Dr. Schacht protested against the dangers of 
the rapidly increasing import of foreign funds and 
sought to restrict their amount. After so many years 
of acute capital shortage, the possibility of borrowing, 
even at exorbitant rates of interest, was too tempting, 
and banks, industrialists and municipalities vied with 
one another in taking up foreign credits. 

At the outset, indeed, the Reichsbank had been 
favourable to the movement of foreign capital into 
Germany, and the main purpose of the Gold Discount 
Bank, which Dr. Schacht had founded in 1924 as a 
subsidiary of the Keichsbank, and which was later to 
play an important but very different role in the 
German capital market, was to facilitate the intake 
of foreign credits. But later on, as short-term loans 
became increasingly predominant and were more and 
more used, especially by public bodies, to finance 
long-term investment, he grew very critical and en- 
deavoured by every means at his disposal to stem the 
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tide. That he failed was partly due to lack of support 
by the other banks and by municipalities, and partly 
to technical banking and currency reasons. By far 
the most efiective method he could have adopted 
would have been to lower the Beichsbank re-discount 



rate (it ruled over 7 per cent, during most of the 
period from 1925 to 1930) ; to increase largely the 
supply of central bank credit ; and so both to reduce 
internal discount rates and lessen the attractiveness 


of Germany as a market for foreign capital. But 
there were very serious obstacles in the way of this 
policy. The statutes of the Eeichsbank were, under 
the Dawes Plan, subject to a measure of foreign 
control, and any large expansion of its credit would 
have met with opposition and criticism from outside ; 
moreover, its note issue was limited by the statutory 
requirement of a minimum cover of 40 per cent, of 
gold and foreign exchange. Again, the absence of 
effective open-market powers restricted both the pos- 
sibilities of credit creation and, even more, any direct 
influence on the long-term rates of interest. Finally, 
a large credit expansion would inevitably have stimu- 
lated imports and led to a fall in the external value of 
the currency ; while any considerable reduction in 
German interest rates would have produced an outflow 
of short-term credits. Experience showed during this 
period that whenever the difierential between foreign 
and domestic rates was reduced, foreign funds tended 
to flow out, and credit markets were tightened rather 
than eased. The Eeichsbank has with justice been 
criticised for some aspects of its monetary policy after 
the stabilisation of the mark (notably the failure to 
accumhlate more substantial reserves of gold and 
foreign exchange), but it is difficult to see how it 
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could have intervened effectively, given both the 
absence of any foreign exchange control and the 
absolute necessity of preserving the external value of 
the mark. 

The main repercussions of the great inflow of foreign 
loans and short-term credits from 1924 to 1929 can be 
summarised as follows : 

(1) So long as the supply of foreign loans con- 
tinued, the prosperity thus artificially produced 
in Germany also continued. 

(2) The possibility of borrowing stimulated a great 
deal of extravagant expenditure on the part of 
the public bodies, such as municipalities, from 
which they would otherwise have been forced to 
refrain. 

(3) The craze for rationalisation led to the financing 
by means of foreign credits of much investment 
which, though technically eflS.cient, proved in 
the depression to be financially ruinous, when 
it was being operated far below capacity. There 
was also a great deal of obvious over-investment 
in some branches of industry, notably iron, steel 
and cement.^ 

(4) The employment of short-term loans on a large 
scale for long-term purposes was inevitably 
disastrous as soon as these funds were with- 
drawn to any considerable extent. 

(5) The finance of reparations out of foreign loans 
had the effect of concealing from the creditor 
countries both the real burden on Germany and 
the necessary conditions (import surplus on the 

^ There is a tendency in Germany to overlook the fact that this invest- 
ment did not disappear in the depression, and most of it was in fact of great 
service in the recovery period after 1933. 
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one side and export surplus on the other) which 
had to be fulfilled in order for transfer to be 
carried out in normal circumstances. It also 
resulted in practice in the conversion of the 
annuities which enjoyed transfer protection 
under the Dawes Plan, into private obligations 
to foreign creditors which could claim no such 
protection. Although it is impossible to esti- 
mate how much foreign capital would have 
come in in the absence of reparations, there can 
be no doubt that their payment contributed 
very materially to raise the rate of interest and 
maintain the scarcity of capital in Germany, 
and so encouraged the import of capital.^ 

It is clear from what has already been said that 
the boom of 1927-29 was highly unstable, both for 
internal and external reasons. Internally it depended 
chiefly upon a temporary stimulus to investment given 
by German industrial reconstruction, itself the legacy 
of the war and inflation years. Externally it was 
maintained by favourable economic conditions abroad 
and by the inflow of foreign funds. 

Industrial activity reached its highest point in 1928, 
although some indices, such as national income, prices. 


^ Neither the attitude of present-day Germany, nor the treatment 
accorded by Ur. Schacht to her foreign creditors, can bo appraised except in 
the light of these facts, though they are by no means the only factors that 
deserve to bo taken into account on both sides. 

It may be well to put on record that the total sum of German reparation 
payments under the Uawes and Young Plans from 1924 to 1930 amounted 
to 10'3 milliard RM. (£515 millions), while the foreign loans and credits 
accorded to Germany during this period amounted to 26 milliard RM. 
(£1,300 millions). Against this latter figure may be set the estimate of the 
Brookings Institute of Economics in Washington of 37 milliard RM. (£1,850 
millions) for the total value of all reparation payments and deliveries made 
by Germany from 1918 to 1930, though it must be borne in mind that this 
includes the value of a large amount of war material. 
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wages, etc., continued to rise until 1929, as can be seen 
from Table II : 

TABLE II 
Economic Indices 
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1,353 
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13-5 

105 
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• Currency circulation comprlHes all coiiiH and banlc-notoH. 

By the end of 1928 rationalisation was largely a 
spent force and there were signs of surplus capacity 
in a number of investment goods industries. New 
industrial fixed capital declined from 1,081 million 
EM. in 1928 to 399 millions in 1929 ; but total invest- 
ment still remained at a very high level owing to the 
large housing and other programmes which were 
carried out by the Eeich and communes.^ Keplace- 
ments of fixed capital also continued on almost as 
large a scale in 1929 as in 1928. Although the demand 
for industrial goods in the internal market diminished, 
output in general was maintained by the strength of 
the export markets under the influence of high pros- 
perity in the United States. Exports increased from 
12-3 mflliards in 1928 to 13-5 milliards in 1929, and 
practically the whole of the rise was accounted for by 

1 Private investments in new fixed capital from 1924 to 1929 amounted 
to 10-4 milliard RM., while the investments of public bodies amounted to 
24*2 milliard RM., the bulk of which took place in 1927 to 1929. 
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the growth of the exports of finished goods. In the 
latter year as ranch as 34 per cent, of the total output 
sold by the machine industry was marketed abroad. 

Whereas wholesale prices, especially of consump- 
tion goods, had moved sharply upwards in 1928, there 
was a slight fall in most price indices in 1929 and a 
large fall (from 139-1 to 124-2; 1913 = 100) in the 
“ sensitive prices index ” covering such goods as 
scrap- and pig-iron, lead, hides, wool, hemp and flax. 
The prices (1926 = 100) of industrial raw materials and 
semi-manufactures, which were mostly controlled by 
cartels, rose from 102-1 to 105-0 between 1928 and 
1929, while the prices of the “ free ”, mainly imported, 
raw materials and semi-manufactures fell from 106-8 to 
97-4. The cost of living continued to rise and the dis- 
crepancy between the prices of consumption goods and 
producers’ goods, remained very wide ; the former stood 
at 171-6 in 1929 and the latter at 138-6 (1913 = 100). 

In spite of rising money wages (the income from 
wages and salaries rose from 42-6 milliard RM. in 1928 
to 43-0 milliard RM. in 1929) the output of the con- 
sumption goods industries actually declined shghtly 
in 1929 ; and though this was not immediately 
reflected in a decrease in the output of production 
goods, it was an ominous movement for the future 
development of industry in general. Consumption 
per head was approximately the same in 1929 as in 
1928, but stocks, which had been increasing rapidly in 
the previous years, were drawn upon in 1929. 

That the year 1929 should so clearly have marked 
the turning point in the German trade-cycle was due 
principally to two major causes : the decline in the 
expectation of profits of enterprise, and the high level 
of interest rates in the capital market. 
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Both politically and economically the situation in 
1929 was not calculated to foster optimism. In May 
of that year there had been renewed negotiations of an 
acrimonious nature over the payment of reparations. 
In the end they resulted in the adoption of the Young 
Plan which lowered annuities to 2,000 million EM. 
(1,700 million EM. in the first two years) for the 
average of 37 years, and fixed their total amount.^ 
The settlement, which envisaged payments extend- 
ing in all over 59 years, caused acute controversy 
and disappointment in Germany, where more favour- 
able terms had been hoped for.^ During the course 
of the negotiations the French, for political reasons, 
withdrew considerable short-loan funds from Germany, 
impelling the Eeichsbank to raise its discount rate to 
7| per cent., and once again to ration credit. The 
future prospects of industry were also affected detri- 
mentally by the rise in wages and social services 
(compulsory unemployment insurance had been intro- 
duced in 1927) which increased costs and led to a fall 
in the profits of most enterprises in 1929 ; at the same 
time there was a growing feeling that a good deal of 
the previous rationalisation of industry had resulted 
in financial over-capitalisation. 

Both short- and long-term rates of interest in 1 929 
were above the 1928 level ; the average rate of interest 


^ The Young Plan contemplated the eventual commercialisation of a 
large part of reparations. It was advantageous to Germany in that it re- 
duced the annuities and involved the removal of foreign controls and the 
evacuation of the Bhiu eland, but it abolished transfer protection for the 
“ unconditional ” part of the annuities (66Q million BM. per annum), while 
the reciprocal abandonment of the “prosperity index” and the “gold 
clause ” turned out to be a very bad bargain for Germany when gold prices 
fell. 

^ The acceptance of the Plan was one of the chief causes of the resignation 
of Dr. Schacht, as President of the Beichshank, in March 1930, and he did 
not return to that office until March 1933. 
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on bank loans was 10-2 per cent., monthly money cost 
8-97 per cent., and the discount rate for commercial 
bills was 7-33 per cent. Such rates, coming as they 
did at the end of a period of very active investment, 
were much above the prospective yield of capital and 
could only be paid by “ distress borrowers ”, or by 
public authorities whose zeal for improvement had 
far outrun their financial discretion. The resources 
of the capital market were strained by the heavy 
demands placed upon it by these authorities for hous- 
ing and other purposes, while the supply of foreign 
credits had been curtailed by the counter attractions 
of the New York Stock Exchange. The fact that the 
Dawes annuities had reached their maximum of 2,500 
million RM. in 1929 was also a contributing factor. 

Although the placing of fresh orders for future 
delivery became increasingly rare, the momentum 
acquired during the previous years still kept the 
G-erman economy at a high level of activity until the 
latter part of 1929. But in November of that year 
there occurred with dramatic suddenness the collapse 
of the New York Stock Exchange boom which fore- 
shadowed the end of the period of prosperity in the 
outside world. The reaction on Germany was im- 
mediate, and by the end of the year it was apparent 
to every one that the stage was set for an economic 
depression.^ 

II 

THE GREAT DEPRESSION OP 1930-1932 

The tendency towards a slump, which had 
peared in the latter part of 1929, became much n 

^ This is clearly borne out by the annual economic survey o 
Frankfurter Zeitung written at the beginning of January 1930. 
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pronounced in 1930. There was a world-wide fall in 
gold prices, especially of foodstuffs and raw materials, 
and this was accompanied by a universal contraction 
of industrial production and money incomes. 

Germany in particular was hit by the decrease in 
the imports of foreign capital, which practically ceased 
in the second half of 1 930. As the reparation annuities 
had still to be met, the German balance of trade sud- 
denly swung over to become highly active. Whereas 
exports and imports in 1929 had approximately 
balanced at 13-5 m il liard E.M., in 1930 exports were 
12 milliard EM. and imports only 10-4 milliard EM., 
showing a favourable visible balance of 1-6 milliard 
EM. This process was helped by the great fall in the 
prices of imports which caused the terms of trade to 
move sharply in Germany’s favour. At the same time 
the internal market both for imports and for domestic 
goods contracted as soon as foreign credits ceased, and 
the whole of the reparation payments, together with 
accumulated interest amounting to over 1 milliard 
EM., had to be met out of taxation and the real 
national income. For a brief moment the classical 
theory of automatic transfer appeared to be fully 
vindicated. 

Apart from the industries working for the export 
market (and they had to sell at very low prices) 
German industry in general was in great difficulties. 
Nominal wages were only slightly reduced during the 
latter part of 1930, but real wages continued to rise, 
and the burden of taxation and expenditure for social 
services, especially for the maintenance of the growing 
number of unemployed, was continually increasing. 
Moreover, the maintenance of their prices by the 
cartels in the raw material and semi-manufacturing 
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branches in the face of falling demand, increased the 
costs of the finished goods industries and forced a still 
more drastic fall in the prices of aU commodities not 
subject to some form of market control. How im- 
portant a factor this was during the depression can be 
seen from the relative movements of the wholesale 
prices of raw materials and semi-manufactured 
articles : 

TABLE III 

Relative Changes op Reghlateo and Unregulated Prices 



Unregulated 
(“ Free *’) Prices 
(1926 = 100) 

Regulated (chiefly 
Cartel) Prices 
(1926 = 100) 

Dec. 1930 . 

68-3 

97-1 

Dec. 1931 . 

54-0 

89-5 

Dec. 1932 . 

45*7 

83-7 


The same typ)es of relationship existed also in the 
case of “ free ” and regulated prices of consumption 
goods. 

The financial position of agriculture, particularly 
on the large estates of eastern Germany, was rapidly 
becoming catastrophic. Despite import duties which 
kept the internal prices far above the world price 
level, the “ scissors ” movement was growing ever 
more pronounced. Taking 1913 as 100, the price of 
German agricultural products in 1930 was 113- 1, 
while that of finished consumption goods was 159-3. 
Above all, indebtedness was assuming vast proportions. 
By 1930, i.e. in only seven years, the pre-war level of 
agricultural indebtedness had been almost reached, 
but with a far higher average rate of interest. There 
were fears of a complete collapse of the mortgage 
credit institutions, and a general state of alarm over 
what appeared to be a desperate situation, which had 
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serious repercussions outside agriculture itself. 

Turning to the money and capital market, the 
decrease of business activity in general and the 
liquidation of stocks led to easier credit conditions, 
which enabled the Reichsbank in June 1930 to lower 
its rate to 4 per cent, (the lowest since 1919) without 
provoking an outflow of foreign credits, since rates in 
foreign financial centres had also reached a low level. 

In September 1930, however, the Reichstag elec- 
tions, which showed large gains both to the National 
Socialist and the Communist parties, shook internal 
confidence and led to a flight of German capital 
abroad. It was only due to a rise in the Reichsbank 
discount rate to 5 per cent., and a special temporary 
credit of $35 millions from America, that the outflow 
was checked, but in the meanwhile the Reichsbank 
had lost 700 million RM. in gold and foreign exchange 
holdings. 

During the next few months foreign creditors 
remained alert and uneasy. In March 1931 came the 
proposal for a customs union of Germany with 
Austria, which was bitterly opposed by the French, 
who withdrew considerable funds from Germany as a 
means of applying pohtical pressure. Soon afterwards 
a decisive blow was dealt to the already shaken belief 
in the stability of the post-war economic reconstruc- 
tion of Europe, by the collapse in May of the most 
important Austrian bank, the Credit Anstalt. The 
reaction upon Germany was immediate and disastrous ; 
foreign creditors at once took alarm and began to 
recall their German funds on a very large scale. From 
the end of May to the middle of July 1931 the Reichs- 
bank lost nearly 2 milhard RM. in gold and foreign 
exchange. President Hoover’s proposal on June 21, 
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for a year’s moratorium for Grermany’s political debts, 
was only accepted after some delay by tbe French 
Government. This postponement of a decision which 
in any case was inevitable, turned what might have 
been an alleviation into an aggravation of the situa- 
tion, since it concentrated the attention of the world 
on the alarming position of Germany. The with- 
drawals continued and the Eeichsbank saw its reserves 
dwindle to less than 1 milliard EM. (£50 millions). 
Although, like the Bank of England a few months 
later, it raised special credits abroad amounting to 
630 million RM., the panic and the magnitude of the 
sums involved were too great for the flight to be 
stayed by such measures. Finally it found itself forced 
to withdraw its support of the very important Darm- 
stadter and National (Danat) Bank, which was com- 
peUed to close its doors on July 12. At this news the 
German public lost its head completely ; there was a 
general run on all the banks and savings banks, which 
led to the decision of the Government to close all 
banks and other credit institutions on July 14 , 1931 . 
These were not fully reopened till August 5 , and then 
only subject to a Reichsbank discount rate of 15 per 
cent., and a lombard (collateral loans) rate of 20 
per cent. 

On July 15 aU foreign exchange deahngs were 
centralised with the Reichsbank, and this was later 
followed by the official control of the foreign ex- 
changes. Finally, on September 1, a Standstill Agree- 
ment to run till March 1932 was concluded with foreign 
creditor banks for restricting the withdrawal of short- 
term commercial and financial credits amounting to 
6 milli ard RM. But it did not cover all foreign 
liabilities, and considerable sums were repaid from 
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the beginning of September to the end of 1931, partly 
from the active balance of trade and partly from 
reserves of the Reichsbank and other banks and from 
German assets held abroad. By the end of 1931 the 
available gold and foreign exchange holdings of the 
Eeichsbank had fallen to 526 million EM. With 
the aid of the Eeichsbank and the Government, which 
together contributed approximately 2 mihiard EM., 
the banking system was reorganised so as to safe- 
guard depositors and enable at least a minimum of 
banking activity to be maintained. But credit condi- 
tions were extremely difficult owing to the large 
volume of frozen loans outstanding. The banks, 
finding themselves under the necessity of repaying 
foreign short-term loans, endeavoured to call in their 
credits to their own customers ; to some extent they 
succeeded, but to a large degree they had been acting 
as intermediaries between foreign lenders of credits in 
the form of short-term loans and domestic borrowers 
for long-term purposes. These latter loans could not 
be called in. Nevertheless, there was an appreciable 
dechne in the volume of credit which intensified un- 
employment and restricted business still further. The 
Eeichsbank discount rate was lowered to 8 per cent, 
in September 1931, and to 7 per cent, in December, 
but the yield of fixed interest securities quoted on the 
Berlin Stock Exchange rose to 9 per cent, and bank 
loans cost over 10 per cent. Under these conditions 
investment dwindled to negligible proportions and 
business activity fell ofi alarmingly. 

It was chiefly the export trade which continued in 
some measure to maintain employment ; the balance 
of trade moved still further in Germany’s favour, 
exports being 9-6 milliard EM. in 1931 and imports 
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6-7 milliard EM., compared witli 12-0 and 10-4 mil- 
liard EM. respectively in 1930.^ A new blow fell, 
however, on the German economy owing to the 
abandonment in September 1931 of the gold standard 
by England and a number of other countries, while 
at the same time there was a great extension of foreign 
exchange controls, quotas and import restrictions 
throughout the world. There was an immediate and 
serious deterioration in Germany’s power of competi- 
tion in world markets, which left her faced by two 
alternatives : either to devaluate her own currency, 
or to meet the situation by an intensification of 
deflation. 

Many German economists, both at the time and 
later, were of opinion that devaluation would have 
been the wisest step. But there were a number of 
objections which weighed heavily with the Govern- 
ment of the day. The memories of 1922-23 were 
still fresh in the pubhc mind, and this psychological 
factor was of very great importance, above all, under 
a weak Government ; the United States, France and 
most of Germany’s European neighbours were still on 
the gold standard, so that there was no question at 
that moment of a general devaluation ; also the 
immediate result of the devaluation undertaken by a 
number of Germany’s creditors had been to lower the 
nominal value in terms of her own currency of an 

^ Owing to the price fall, foreign trade declined much less in terms of 
volume than in terms of prices. Expressed in terms of the prices of 1928, 
the movement was as follows : 


MiUiard KM. 


1928 

1929 

1930 

1931 

Exports . 

12*3 

13-7 

131 

11-8 

Imports . 

14-0 

13-5 

120 

10-2 
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important part of her foreign liabilities, and this 
advantage (apparent rather than real) would have been 
sacrificed if Germany also had devalued. 

The Briining Government regarded the above 
objections to devaluation as decisive, and decided to 
adopt the alternative course of accelerating the pro- 
cess of deflation. Already in 1930 important measures 
in this direction had been adopted, largely in order to 
balance the budget. At the end of 1930 all official 
salaries were reduced by 6 per cent, and in 1931 there 
were further cuts which brought the total reduction 
to 21 per cent. The tax on wages and salaries had 
been raised from 1 per cent, to 5 per cent, with cor- 
responding increases in the assessed income tax ; the 
sugar tax was doubled, and the turn-over tax raised 
from 0-75 to 2-0 per cent. ; a large number of other 
taxes were imposed and unemployment benefits heavily 
reduced, though in spite of this latter reduction un- 
employment grew so fast that expenditure on relief 
rose from 1-8 milliard RM. in 1929 to 2-7 in 1930 and 
to 3-2 milliards in 1931. 

By an Emergency Decree of December 8, 1931, Dr. 
Briining, in the face of the bitter opposition of trade 
unions and of a large section of the Reichstag, enacted 
the following measures : all “ tariff ” wages were 
reduced to the level of January 1927 ^ ; there was a 
10 per cent, cut in all prices regulated by cartel and 
similar agreements, and in prices of all proprietary 
articles, as well as in house rents, railway fares and 
freights, municipal services, etc. ; and interest rates 
on aU. classes of bonds were lowered by at least 2 per 

^ This involved outs ranging from 10 to 16 per cent. ; as a result of the 
Emergency Decrees and of wage reductions negotiated by employers, the 
average level of hourly tariff wages in July 1932 was 20 per cent, below 
the peak level of 1930. 
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cent. A Commissioner for the Supervision of prices 
was at the same time appointed in order to see that 
the price cuts were carried through and that they 
reached the final consumer ; he also exerted a strong 
downward pressure on the “ free ” or unregulated 
prices, mainly by ensuring that decreases in wholesale 
prices (which were falling fast) were reflected in cor- 
responding falls in retail prices. Within three months 
of his appointment he was able to announce that the 
cost of living had fallen on the average by at least 8 
per cent. 

This extremely drastic interference in the normal 
working of a capitabst economy may have brought 
nearer a subsequent and ultimate adaptation of the 
economy as a whole to the crisis conditions which 
prevailed during 1931, but its immediate effects were 
mainly to accentuate the depression. The general 
cuts in wages and prices, which took no account of 
the special circumstances of individual branches of 
industry or of varying elasticities of demand, had very 
unequal effects on the different industries, and did 
not conduce to the greater profitability of enterprise. 
Wage costs in particular were not lowered by this 
measure, and some light on this is thrown by the 
Table’- on p. 26. 

Both wages and prices continued to fall after the 
enforced reductions of December 1931, and the com- 
bination of slumping prices, wages and profits, with 
rising unemployment, led to a very large reduction in 
total money incomes and thus in the effective demand 

^ This table lends support to Mr. Keynes’s thesis that (apart from 
possible effects on the rate of interest) all-round reductions of money wages 
are not likely to result in reductions in real wages, or in lower wage costs 
relative to the value of output. Of. his General Theory of Employment ^ 
Interest and Money, chap. 19. 
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TABLE IV 

Wage and Price Changes 



Tariff Wage Rates 

Wholesale Prices of 
rinished Industrial 
Coimnoditics 

Relation of 
to Pric 

1928 

100 

100 

100 

1930 

107 

95 

113 

1931 

102 

86 

119 

1932 

90 

74 

122 


for the output of the community. In fact for the whole 
period of 1930 to August 1932 deflation was con- 
tinuously at work : every contraction in employment 
or income in one part of the economy led to a further 
contraction of employment and income elsewhere. 
The national income, which had been 76-0 milliard 
RM. in 1929 was only 57-5 in 1931 and 45-2 milliard 
RM. in 1932, while the income from wages and 
salaries fell from 43-0 milliard RM. in 1929 to 33-4 in 
1931 and to 26 0 milliard RM. in 1932. 

Throughout the first half of 1932 the cumulative 
forces of decline continued to operate, although the 
rate of decrease of activity was slower than in 1931. 
Unemployment, which for the average of 1931 had 
been 4,520,000, rose to 5,880,000 for the average of 
the first six months of 1932 ; the State insurance 
scheme was quite incapable of meeting the cost of 
relieving the unemployed, and the vast majority 
received a mere pittance from the local authorities 
subsidised by the Reich. 

In industry the greatest volume of contraction was 
experienced, as would be expected, in the investment 
goods industries. Taking 1928 as 100, the output of 
production goods was 61-0 in 1931 and 45-7 for the 
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average of 1932,^ while consumption goods output 
was 86-5 in 1931 and 74-0 in 1932. Disinvestment had 
been taking place in working capital during the 
depression, as can be seen from Table V, which shows 
the annual total of aggregate gross and net investment 
and of changes of stocks : 


TABLE V 

Gross and Net Investment and Stocks'-^ 






Milliard EM. 



1 920 

1927 

1928 

1929 

1930 

1931 

1932 

GroBH investment * 

10-7 

130 

13*7 

12-8 

10-4 

6-4 

4-2 

Net investment 

4-8 

6*5 


5*8 

35 

0-1 

-1-6 

Changes of stocks 

2-0 

4-4 

2*6 

-l-S 

-3-8 

-5-1 

-1*9 


♦ Gross investment == net Invcstmont (now additions to fixed capital) plus renewals 
of fixed capital. For 1032 it is estimated that 5-8 milliard RM. were required for 
renewals, while actual investment was only 4-2 milliard EM. in all. 

t It must bo borne in mind that, owinp: to the largo fall in prices from 1930 to 1932, 
the decline in the volume of stoclvs was much less than the decline in terms of values. 

It has been estimated that the excess of costs over 
receipts from sales in German industry was 2-2 mil- 
liard EM. in 1932, and as this had to be financed 
largely out of sales of securities and other assets, it 
is not surprising that even the volume of replacements 
diminished in that year. 

Reference has already been made to the position of 
agriculture. Bad as it had been in 1 931 , it deteriorated 
still further in 1932. During the period 1926 to 1930 
the German people had imported annually large 
quantities of foodstuffs, and in the earlier stages of 
depression the decline of consumption had been con- 
centrated mainly on imported foods ; but in 1931, and 

^ Comparing 1932 with 1929, the output of iron and steel fell by 75 per 
cent., of naachinery by 71 per cent., and of building materials by 74 per 
cent. 

^ Statiatischea Jahrbwh f Ur das Deutsche Reich, 1937, p. 539. 
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still more in 1932, the full force of the contraction of 
incomes and purchasing power was felt by the German 
farmers. Although they benefited by the reduction of 
wages and internal costs, as a result of the Emergency 
Decrees, this was not nearly sufficient to offset the 
decUne in their sale proceeds, which had fallen from 
10 milliard EM. in 1928 to 6-5 milliard EM. in 1932. 
As it has been estimated that more than one-fifth of 
the products of industry were normally sold to those 
engaged in agriculture, the decline in agricultural 
incomes contributed in its turn to contract the market 
for industrial goods. 

One of the most serious aspects of these crisis years 
was the state of the public finances. It was dif&cult 
to curb suddenly the borrowing habits engendered by 
the earlier years of prosperity, and wo find that the 
total of public indebtedness increased by as much as 
2-7 milliard EM. from March 1930 to March 1931. 
In the following year, however, borrowing was brought 
effectively to an end by the drying up of the capital 
market ; but by then the volume of indebtedness had 
assumed enormous proportions, and the municipalities 
in particular were crippled by the interest payments 
they had to meet. At the same time it may be noted 
that the consequent cessation of house-building and 
of contracts for public utility services, removed one 
of the few remaining supports of the production goods 
industries and threw a large number of additional 
workers out of employment. Public income and 
expenditure perforce followed the trend of the national 
income. The total revenues of all public bodies (Eeich, 
States and Communes) fell from 19-9 milliard EM. in 
1930 to 16-5 milliard EM. in 1931 and 13-8 milliard 
EM. in 1932, and this in spite of an increase in taxes 
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in 1930 and 1931, whicli the Finance Minister of the 
Reich had estimated would in a normal year have 
brought in an additional 2-5 milliard RM. Expendi- 
ture also was drastically reduced from 20-9 milliard 
RM. in 1930 to 17-0 milliard RM. in 1931 and 14-5 
milliard RM. in 1932. With public loans giving an 
average yield of 7-7 per cent, in 1931 and 9-9 per cent, 
in 1932, it was impossible to budget for a large deficit, 
while the Reichsbank was precluded by its statutes 
from lending money to the Reich. Although the re- 
duction of interest rates enforced by the Emergency 
Decree of December 8, 1931, had afforded some relief 
to existing debtors, it did nothing to lower the rates 
for new loans. The confidence of lenders was badly 
shaken owing to the fear that the operation might be 
repeated at some later date, and in actual fact the 
prices of fixed interest securities adjusted themselves 
to the new rates in such a way as to leave yields, and 
therefore interest rates to new borrowers, higher after 
the conversion than before it. 

The state of the public credit, indicated by the 
yield of Government and municipal loans, was in 
contrast with the fact that the intensification of 
depression in 1932 had enabled the Reichsbank to 
lower its rate from 7 per cent, at the end of 1931 to 5 
per cent, in the middle of 1932, while short-term rates 
in general fell by approximately 2 per cent. But even 
here the absolute level remained high (over 9 per cent, 
for commercial bank loans in 1932), and the decline in 
output, together with the illiquidity of the banks fol- 
lowing on the crisis of July 1931, restricted severely 
both the supply of and the demand for credit. Private 
savings in particular had almost vanished, except for 
the hoarding of notes which had proceeded on a large 
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scale after the banking crisis ; and from June 1931 to 
June 1932 the withdrawals of deposits from the savings 
banks exceeded new deposits by 2-3 milliard RM. 

The lowest level of general industrial and economic 
activity was reached in August 1932, which marked 
the bottom of the slump.’^ From then onwards there 
were a number of indications that the worst was over 
and even that some slight degree of recovery could 
be anticipated. Stocks of finished commodities had 
fallen to so low a figure that a certain amount of 
fresh orders had to be placed with manufacturers, 
while the investment goods industries also received 
some stimulus from an increase in replacements 
effected. In May 1932 the von Papen Government, 
which had replaced that of Dr. Briining, proceeded 
to issue tax certificates and to place contracts for 
public works, and initiated other measures intended 
to stimulate investment and increase employment.® 
The compulsory reduction of interest rates by the 
Decree of December 8, 1931, and the decrease in 
indebtedness to the banks resulting from the liquida- 
tion of stocks, had also improved the financial position 
of debtors in industry and agriculture. Finally 
conditions abroad were beginning to look less de- 
pressing, and the Lausanne Agreement of July 1932,® 
which represented (or appeared to represent) the 
ultimate stage in the education of Germany’s war- 

1 The author, who visited various parts of Germany in the spring and 
summer of 1919 and again in the autumn of 1932, found many similarities 
in the condition of the country at the two periods— the factories idle, the 
streets full of beggars ; and unemployment, poverty and decline everywhere 
apparent. 

® These measures are discussed in Chapter II, pp. 32-8 and 43-5. 

® Under this agreement there was to be a final payment of three milliard 
RM. in the form of a bond issue, but it was left to the Bank of International 
Settlements, after a moratorium of three years, to decide on the right moment 
for placing the German bonds on the market. 
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time creditors, contributed to a better condition of 
public confidence. 

There was no question of a real recovery in the 
late months of 1932, but rather of a cessation of the 
vicious spiral of cumulative contraction and deflation 
which had dominated the economic hfe of Germany 
during the past three years. 

The movements in this period in some of the 
most important indices of economic activity are 
shown in Table VI below, which is in continuation 
of that given on page 14 above : 

TABLE VI 
Economic Indices 
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1923 

75-4 

140-0 

100-0 

14*0 

1929 

76-0 

137-2 

100-1 

13-5 

1930 

70-2 

124 -C 

87-0 

10-4 

1931 

57-5 

110-9 

70-1 

6-7 

1932 

45-2 

9 C -5 

58-0 

4-7 


12-3 

18,000 

1,353 

6-8 

100-0 

13-5 

17,870 

1,892 

6-0 

105*5 

12-0 

16,530 

3,076 

5-9 

107-3 

9 -C 

14,390 

4,620 

6-8 

101-9 

5-7 

12,580 

5,575 

5-8 

86-7 


CHAPTEE II 


THE FIRST FOUR-YEAR PLAN, 1933 TO 
SEPTEMBER 1936 

Gekmany was still in the trough of depression when 
the National Sociahst regime under Herr Hitler came 
into power on January 30, 1933, and faced the prob- 
lem of carrying out its pledges to cure unemployment. 
At that moment there were six millions on the 
official unemployment registers, and to these must 
be added nearly another million of non-registered 
unemployed. The Government was confronted with 
a completely disorganised capital market with very 
high rates of interest, a banking system which was 
dominated by the need to maintain and improve its 
liquidity, a negative amount of net investment and 
saving, and a deplorable condition of all public 
finances. 


THE PRE-HITLER RECOVERY MEASURES OP VON PAPEN 

AND VON SCHLEICHER 

The National Socialists, however, took over from 
the two immediately preceding Governments a 
number of measures which were to prove exceedingly 
useful in its task of combating unemployment. In 
the first place, by a decree enacted by the von Papen 
Government in September 1932, power had been 
taken to issue tax remission certfficates {Steuergut- 
scheine) to taxpayers in respect of their tax payments 

32 
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for the financial year 1932-33. The taxpayer re- 
ceived a certificate representing from 75 to 100 per 
cent of his actual payment on account of a number 
of the most important taxes for which he was Mable. 
He, or any holder, was entitled to use the certificates 
to meet future liabihties for taxation in any of the 
years, 1934-35 to 1938-39, while the Government 
pledged itself to redeem the certificates at the rate of 
one-fifth of the issued amount in each of the years 
1934 to 1938, together with interest at 4 per cent.^ 
The immediate and direct rehef to the taxpayer 
arose from the fact that he could sell these certifi- 
cates on the Stock Exchange (they were exempt from 
stamp duty) and could use the proceeds in his business 
or for any other purpose At the time of their isssue 
there was no other short-dated investment on the 
market which was free from risk of capital deprecia- 
tion, and so they were a very acceptable investment 
for the banks and money market. As it was con- 
templated that 1-5 ^ milliard RM. would be issued 
under these provisions, it can be seen that the sum 
involved was considerable. In addition, the Finance 
Minister was empowered to issue tax certificates 
(for an estimated amount of 700 million RM.) directly 
to any employer who could show that he had increased 
the number of his workers as compared with the 

^ This obligation has in fact been carried out. 

^ For the whole period 1933-38 the English reader who wishes for pur- 
poses of comparison to convert German marks into English pounds, wiU do 
well to take the old rate of 20 RM. =£1, rather than the nominal rate of about 
12 RM. =£1. Expressed in terms of gold, English wholesale prices have 
remained below German wholesale prices ever since 1931 (taking 1913 = 
100, English wholesale prices in terms of gold were 62 in 1932 and 69 in 
April 1937, but German wholesale prices were 97 in 1932 and 106 in April 
1937) ; while on the whole the German retail price level seems to have main- 
tained much the same relation to the English retail price level as before the 
British devaluation of September 1931. Hence for comparative purposes 
1-5 milliard RM. may be taken as equivalent to £75 millions. 



34 THE ECONOMIC RECOVERY OE GERMANY, 1933-1938 chap. 

number be was employing before the scheme came 
into operation. The certificates were to be granted 
at the rate of 100 B,M. quarterly for each additional 
worker. 

In the second place, Herr von Papen in the summer 
of 1932 drew up programmes for the expenditure of 
740 million RM. on housing, house repairs, land 
improvement, and capital expenditure by the Rail- 
ways and the Post Office. This was followed under 
the von Schleicher Government by the appointment 
in December 1932 of a Commissioner for the Creation 
of Employment, who drew up and issued on January 
28, 1933 (two days before the National Socialists 
took over the Government) the so-called “ urgency ” 
programme for the expenditure of 500 million RM., 
chiefly on roads, housing, public utilities and inland 
water transport. The chief novelty here, however, was 
not the nature of the public works or the amounts in- 
volved. It consisted in the method of finance adopted. 
In the existing state of the capital market long-term 
loans, even if placed by the Government, were an 
impossibility. The banks were extremely illiquid, 
their portfolios were full of frozen credits, and they 
were heavily in debt to the Reichshanlc. The banks 
could not with their existing resources grant additional 
loans on any considerable scale. There remained 
only the Reichsbank as the ultimate repository of 
the supply of money and credit. The Reichsbank in 
turn was bound by its own statutes; it could not pursue 
an active open-market pohcy, nor could it discount 
bills on behalf of the Government. It could, however, 
discount commercial bills without limit, and the 
problem would be solved if the works to be under- 
taken under the officially sponsored programmes 
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could be financed by a type of paper wbicb tbe Eeicbs- 
bank could discount. Accordingly municipalities and 
other pubbc and semi-public bodies were encouraged 
to place orders for new bouses, roads, etc., incurring 
in tbe process a debt wbicb was to be repaid by them 
over periods ranging up to twenty-five years, accord- 
ing to tbe probable length of fife of tbe investment. 
Tbe orders were given to tbe ordinary firms engaged 
in this type of business. Tbe contractors in turn 
drew bills of excbanae for tbe amounts of tbe con- 
tracts {i.e. cost including profits). These bills were 
then accepted by certain special financial institutions, 
notably tbe Deutsche Gresellscbaft fiir OefEentbcbe 
Arbeiten (Oefia),^ tbe Deutsche Eentenbank-Kredit- 
anstalt, and the Deutsche Bau- und Bodenbank. 
Once tbe bills bad been accepted, they were dis- 
countable by any of tbe ordinary banks or tbe Reicbs- 
bank and, if discounted by a commercial bank, were 
re-discountable with tbe Eeicbsbank. When dis- 
counted by tbe Eeicbsbank tbe rate was fixed at 4 
per cent, but tbe commercial banks only obtained 
tbe r uling market rate of discount, wbicb was usually 
from a half to a quarter of one per cent, below tbe 
Eeicbsbank rate of 4 per cent. In either case tbe 
Eeicb bore tbe cost of discounting, i.e. it was a charge 
on tbe budget. Tbe employment creation bills (as 
they came to be called) bad a nominal currency of 
three months, but could be prolonged indefinitely 
until it was convenient for them to be redeemed or 
consolidated. Tbe contractor was given a large 
bundle of bills, and when each fell due be would 

1 “ Oejffa ” had been founded in 1930 to administer the loans created out 
of the use of unemployment insurance funds to finance productive unem- 
ployment relief. “ Oeffa ” has been in process of liquidation since March 
1937, as it is regarded as having completed its task. 

D 
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detacli the bill bearing the next serial number in 
the same series and forward that in replacement of the 
one which was just reaching its term. As a rule the 
bills were drawn by the contractor or the public body 
which had placed the contract, and then accepted by 
one of the special banking institutions mentioned 
above ; but it was also not uncommon for the con- 
tractor to draw directly on OefEa or the Bau- und 
Bodenbank, etc. In any case the management of the 
long-term loan side of the operations — the fixing of 
interest and sinking fund rates to be paid by the 
borrower — was in the hands of the acceptance 
houses. 

It may be noted that both the von Papen and 
the “ Urgency ” programmes (particularly the latter) 
were largely intended to enable necessary works or 
repairs and replacement, which had been neglected 
during the depression owing to lack of finance, to be 
carried out. Apart from labour, expenditure on 
actual materials had fallen from 7-6 milliard BM. in 
1929-30 to 4-1 milliard EM. in 1932-33. Efficiency 
and — as in the case of the railways — even safety 
were being sacrificed, while employment and output 
in the industries supplying these capital goods were 
correspondingly reduced. Every consideration of 
need and urgency was present and it was only the 
lack of finance which had prevented the work from 
being carried out. 

Apart from public works and the issue of tax 
certificates there was a curious expedient which had 
only a short life. By a Decree of September 6, 1932, 
employers who took on additional workers were 
empowered to lower the contractual wages for the 
31st to the 40th hours of their employees’ working 
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week. There was a graded scale, such that for 
increases in employment ranging from 5 to 25 per 
cent, an employer could decrease wages for the 31st 
to the 40th hours of work by 10 to 50 per cent., but 
subject to the limit of a maximum reduction of 12| 
per cent, of the total weekly wage. As might be 
expected, this measure caused serious inequahties as 
between difierent employers, and affected their com- 
peting power ; it also gave rise to a great outcry on 
the part of the trade unions, and was repealed by von 
Schleicher in December 1932. Somewhat similar 
difficulties were experienced in regard to the issue 
of tax certificates to employers taking on additional 
workers, for the subsidisation of employment damaged 
the interests of all those who were not in a position 
to take advantage of it. Hence this method was soon 
curtailed, 500 million HM., out of the 700 miUion RM. 
of certificates originally intended for directly sub- 
sidising new employment, being transferred to the 
Reichsbank to act as security for the credits granted 
to finance public works under the “ urgency ” pro- 
gramme of January 1932. This type of subsidy was 
finally abandoned in April 1933. 

Two other measures deserve mention. An im- 
portant form of “ substitute ” employment had been 
developed during the course of the preceding years in 
the shape of volimtary labour service, which had first 
received legal recognition in 1931. It was much 
expanded in 1932, and by the end of 1932 there were 
some 250,000 young men engaged in this form of 
service, the funds being provided partly out of the 
budget of the Reich, but mainly from the resources 
of the Unemployment Insurance Fund. The work 
performed consisted for the most part of land drainage 
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and otlier types of land improvement, and those 
engaged in it received their food and equipment, but 
otherwise were unpaid. 

Finally in September 1932 a special step was 
taken to assist agriculture by the compulsory re- 
duction of the interest rates on all agricultural mort- 
gages by 2 per cent., subject to a minimum rate of 
4 per cent. 

Such, then, were the tools that had been forged by 
its predecessors and which were available for use by 
the Hitler Government.^ 

THE SCOPE OE THE POUR- YEAR PLAN 

The National Socialists on coming into office were 
not content merely to expand the system of public 
works and to carry on with the issue of tax certificates ; 
they took the view that, unemployment being a hydra- 
headed monster, the attack must be as varied as the 
enemy itself. 

It was on May 1, 1933, that Herr Hitler outlined 
his policy of a Four-Year Plan for the abolition of 
unemployment, and this was given effect by the Law 
for the Reduction of Unemployment of June 2, 1933. 
The main provisions of this measure were as follows : 

In the first place, the so-called “ Reinhardt Pro- 
gramme ” provided for the expenditure of one milliard 
RM., to be financed by the issue of employment 
creation bills, for such purposes as housing, roads, 
agricultural and suburban settlement, river regulation, 
public utilities, etc. The bills were to be redeemed as 
to one-fifth of the total in each of the years 1934 to 

^ For an estinaate of the influence of the recovery measures down to the 
end of 1932, see below, pp. 43-5, 
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1938, and a sinking fnnd was established for their 
redemption. 

Secondly, sums expended out of profits for replace- 
ments and renewals in industry and agriculture were 
exempted from income-tax, corporation tax and the 
tax on trading profits.^ 

Thirdly, income-tax abatements were allowed in 
respect of the employment of female domestic ser- 
vants. Each domestic servant up to three counted for 
purposes of rebate as an addition to the number of 
children in the taxpayer’s family. 

Fourthly, marriage bonuses up to 1000 EM. were 
made available for each newly married couple, on 
condition that the wife did not resume employment. 
In practice this meant in a great many cases that the 
husband stepped straight into his wife’s job, and in 
both ways the eligibility of the unmarried girls was 
much enhanced. The bonuses took the form of loans 
without interest, repayable at the rate of one per 
cent, per month, but the repayments diminished with 
each child born to the marriage. The loans were 
financed by a special tax on all unmarried persons, 
which was later on merged in the general income and 
wage tax. 

By the same law the money and capital markets 
were completely subjected to the control of a com- 
mittee under the chairmanship of the President of the 
Eeichsbank (Dr. Schacht). 

A separate law, also passed in June 1933, instituted 
a grandiose scheme for the construction of 7000 km. 
of Eeich motor roads at an estimated cost of 3-5 

^ This provision was extended in October 1934, by allowing aU expendi- 
ture on capital equipment, the estimated length of life of which did not 
exceed five years, to be deducted from the net revenue of the undertaking 
as assessed for taxation. This exemption was withdrawn at the end of 1937. 
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milliard RM. This also was to be financed by the 
issue of employment creation bills, while the recurrent 
expenses of the repair and upkeep of the roads was 
met by raising the general tax on transport and by 
additional taxes on motor oil and lubricants. These 
roads were intended partly to popularise motoring in 
Germany (the taxation on all new motor cars had 
already been abolished in April 1933) and so to stimu- 
late the motor car industry, and partly to provide 
a large-scale employment programme spread over a 
number of years. The employment in subsidiary 
industries, such as iron and steel, was very consider- 
able, as there are no level-crossings along their whole 
length and all entries and exits follow the line of 
traffic, with the result that on the average there is 
more than one bridge per kilometre of road. 

In September 1933 the Second Reinhardt Pro- 
gramme was published. This consisted of 500 RM. 
from the budget of the Reich as a subsidy for house 
repairs and conversion of houses into flats, and was 
granted on condition that the householder spent from 
two to four times the amount of the subsidy out of 
his own or borrowed resources. He was further en- 
couraged to make this expenditure by an allowance of 
4 per cent, for six years on the capital thus invested. 
It has been estimated that during the winter of 1933 
some two milliard RM. (including the subsidy) were 
expended on repairs and alterations to dwellings. 

Account must also be taken of the special capital 
outlay programme of the Railways and the Post Office, 
which amounted to 560 million RM. in 1933 in addition 
to the sum of 340 million RM. provided in 1932. 

Adding together aU the programmes from the 
middle of 1932 to the end of 1933, we find that the 
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total allocation of public funds (including employ- 
ment creation bills) was 3,800 million EM., of wbicb 
1,400 milli on EM. had actually been expended.^ This 
is apart from the tax remission certificates, the circula- 
tion of which increased by 952 million EM. during 
1933, and it also excludes the new motor roads. 

Under previous Governments a certain amount of 
labour had been taken off the market by various forms 
of substitute employment, such as voluntary labour 
service and emergency relief works. The Hitler 
Government made labour service compulsory, estab- 
lished a land service and greatly increased the number 
employed on emergency relief work. The total of 
substitute employment (employment for no, or very 
small, money wages) increased by 360,000 in the last 
quarter of 1933 as compared with the last quarter of 
1932. The greater part of this substitute employ- 
ment was financed by the Eeich Unemployment 
Board out of the larger income from contributions 
and the smaller expenditure on benefits, which accom- 
panied the growth of employment in general. 

As part of the recovery measures taxation was 
reduced in a number of cases where it was felt that 
this was in the interests of productivity and invest- 
ment, or where it was desired to lessen the burden on 
a particular section of the community. The most 
important reduction was the halving of the turn-over 
tax on agriculture, while the land tax [Qrundsteuer) 
was also lowered. The turn-over tax was further 
modified so as to facilitate the holding of stocks ; 
industrial concerns were given tax abatements in 
respect of expenditure on repairs to their buildings ; 

^ Supplement to 'Weekly Report of tlie Businesa Reaearcli Institute, Ma-y 
16 , 1934 . 
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new small houses were exempt from taxation ; and 
power was given to exempt from taxation for a 
number of years enterprises which were engaged in 
developing new processes, if these were held to be of 
national importance. The Finance Minister estimated 
the total loss of revenue in a normal year of the tax 
reduction of 1933-34 at 1,135 million EM. In general, 
however, taxes were maintained at the very high 
level which they had reached during the depression 
years, and no attempt was made to stimulate economic 
activity by lowering direct or indirect taxation as a 
whole. The only considerable exception to this was the 
continued issue of tax certificates, the circulation of 
which rose to a maximum of 1,363 million EM. in March 
1934, and thereafter declined as they were paid off. 

Summarising the above schemes, it can be seen 
that they fall under four main heads : (a) Measures 
for increasing the demand for labour directly by means 
of public works. (6) Measures for increasing the 
demand for labour indirectly by stimulating private 
investment through loans, subsidies, tax remissions, 
etc. (c) Measures for reducing the supply of labour 
in the ordinary labour market by such means as 
marriage loans, tax remissions for female domestic 
servants, the withdrawal of women from industrial 
employment, etc. {d) Measures for increasing con- 
sumption, such as marriage loans, the Winterhilfe or 
collection for those in poverty, together with other con- 
tributions and levies which brought in large sums. In 
the case of the Winterhilfe alone 347 million EM. were 
distributed in money or kind in the winter of 1933-34. 
To some extent, of course, these charitable funds 
merely represented a redistribution of expenditure, 
but they were also partly at the expense of individual 



n THE FIRST FOUR- YEAR PLAN 4:3 

savings which would not otherwise have been invested 
at this time. 

Over and above all the positive expedients which 
have been set out in the foregoing pages, there was a 
tremendous personal pressure exerted by the Govern- 
ment and the party to increase, or at least maintain, 
the number of their employees. Employers who 
received public contracts were required to take on 
more workers, even though it was not profitable. 
Employment was spread by a reduction of working 
hours and permission to dismiss workers was refused 
unless it could be shown that financial disaster 
threatened. The whole of the forces of propaganda 
and public opinion were mobilised to encourage the 
absorption of the unemployed, and it must be recog- 
nised that employers as a whole responded well to 
the appeals that were made to them. 

In considering the results of the ambitions and 
many-sided efforts for the cure of unemployment 
which were embodied in the Four-Year Plan, three 
periods must be distinguished — July 1932 to May 
1933, June 1933 to December 1934, and December 
1934 to September 1936. 

JULY 1932 TO MAY 1933 : the legacy 

PROM THE PAST 

This first (pre-Four-Year Plan) period was char- 
acterised by the typical phenomena of a depression 
which succeeds a phase of acute deflation. Wholesale 
prices, which had continued to fall during the second 
half of 1932 were practically stable during the first 
half of 1933. The index of industrial production 
(1928 = 100) rose from its lowest point, 60-0, in July 
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1932, to 62-1 in December 1932 and to 68-5 in May 

1933, while the improvement in the output of pro- 
duction goods was considerably greater than in that 
of consumption goods. Stock exchange share prices 
had been rising slowly since July 1 932. It is true that 
unemployment amounted to 5,900,000 for the average 
of the first five months of 1933, as compared with 
5,300,000 for the average of July to December 1932, 
but it was showing more than the usual seasonal 

decline in April and May 1933. 

Even as early as the beginning of 1933 the Reichs- 
kreditgesellschaft could write in its half-yearly report 
on Germany’s economic situation at the turn of 1932— 
1933 : “ In the second half-year (1932) there were 
unmistakeable signs of a turn for the better both in 
Germany and in most other parts of the world. In 
certain industries production increased, in others the 
fall in output was checked.” By May 1933 the indica- 
tions of recovery were much more marked. 

The question arises how far this could be attributed 
to the pubhc works and other schemes put into 
operation by the two Governments which preceded 
Hitler. It must be admitted at once that the direct 
and positive effect of these schemes had been very 
small. From the moment of initiation of a public 
works’ programme to its actual execution a con- 
siderable time must necessarily elapse, and in fact 
only an insignificant part of the funds allocated for 
public works had been carried out by May 1933. Of 
greater immediate importance was the issue of tax 
certificates, the circulation of which had risen from 
263 million RM. in December 1932 to 644 milhon 
RM. in May 1933. Their chief contribution was to 
bring about a much-needed improvement in the 
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state of liquidity of the business world. As, however, 
the banks were still doing their utmost to reduce 
the amount of their outstanding loans, the issue of 
tax certificates did not do much more than ofiset 
the deflationary effects of a process of credit con- 
traction which was still continuing. In other words, 
their main use was to diminish indebtedness to the 
banks and to lessen the pressure to reduce stocks 
still further, but not to finance “ new ” investment. It 
none the less remains true that the dehberate abandon- 
ment of the policy of deflation, which was implied 
by the adoption of these schemes, had an important 
effect on business psychology, even in spite of the 
very unfavourable political situation in the latter part 
of 1932. The more positive results of these early mea- 
sures were experienced later in 1933 and 1934, when 
they redounded to the credit of the National Sociahst 
Government. 

JUNE 1933 TO DECEMBER 1934 

It was in this period that the creation of employ- 
ment by the means described in the earher para- 
graphs of this chapter bore its full fruit. 

Employment. — The changes in employment and 
unemployment since June 1932 can be seen in Table 
VII ^ on page 46. 

It may be noted that the total of columns 1 and 2 
show that there was a considerably greater rise in 
aggregate employment than corresponded to the 
decrease in the figures of unemployment. This is to be 
accounted for by the fact that there was a large volume 
of “ invisible ” unemployment at the bottom of the 

slump (not far short of one million), which consisted 

^ Konjunhtur-Statistischee Hartdhuch, 1936, p. 12. 
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of persons who were out of work but were not in 
insured occupations. Many of these, handicraft 
workers and others, were the first to benefit from 


TABLE VII 

Employmbitt and Unemployment^ 


Total of EoRular Total of “ SiibRti- 
Employment * tuto " Employ rnont 
(OOO’H) (OOO'H) t 


Unemployment 

(OOO'H) 


June 1932 12,730 

Jan. 1933 11,470 

June 1933 13,100 

Jan. 1934 12,970 

June 1934 15,010 

Dec. 1934 14,540 


180 

5,476 

260 

6,014 

530 

4,867 

830 


800 

2,481 

610 

2,605 


* “ IlCRular " employment covera all those enRagod in ordinary employment at 
standard wagoa. Tt is ■well to point out hero that the official German figures of employ- 
ment include only those employed wage earners and salaried employees who come 
under the sickness or unemployment insurance sehemcR. They therefore do not include 
officials, these in the labour service or in tlio defence forces, or independent workers in 
industry, handicraft, trade and agriculture. 

t Substitute ” employment covers those engaged In labour service (from 200,000 
to 250,000 during the above period), land service, and on relief works, and obtaining 
full maintenance, but not money wages. 

improved conditions in the labour market. The 
table shows a decline of millions in unemployment 
between January 1933 and June 1933, but of this 
number not more than 600,000 represented a genuine 
improvement in conditions, the remaining 1,600,000 
being due to seasonal causes. By the middle of 
September 1933, however, the real, as distinct from 
the seasonal decline in unemployment had grown to 
1,200,000; while twelve months later (September 1934) 
unemployment had fallen off by a further 1,570,000. 

The great importance of “ substitute ” employ- 
ment in the reduction of the total number shown as 
unemployed will be shown from the above table. 
The average number of those in “ substitute ” em- 
ployment throughout 1934 was 800,000, and in both 
March and April, the number exceeded one million. 

^ Konjunktur-Statistisches Handbuck, 1936, pp. 12 and 16. 
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Investment and the Growth of the National Income. — 
Gross investment, which had been only 4-2 milhard 
EM. in 1932 and 5-1 milliard EM. in 1933, rose to 
8-2 milliards in 1934. In both 1932 and 1933 net 
investment had been a negative amount, as during 
these years total investment was considerably below 
the level necessary for normal replacements to be 
carried out. The national income rose from 45-2 
milliard EM. in 1932 to 46-5 milliards in 1933 and to 
52-5 milliards in 1934. The rise of income from 1933 
to 1934 of 6 milliard EM. (13 per cent, increase) was 
thus associated with an increase of gross investment 
of 3-1 milliards. 

It is of interest to compare these figures with those 
of the previous German recovery. In 1926-27 there 
was an increase of gross investment of 2-3 milliard 
EM., while the national income rose by 8-1 milliards. 
Between 1927 and 1928 there was a further rise of 
gross investment by 0-7 milliard EM., while income 
rose by 4-6 milliards. On the other hand, between 
1928 and 1929 a decline of gross investment by 0-9 
milliard EM. was accompanied by a rise in national 
income of 0- 6 milliard EM. It is clear that the relation 
between income and gross investment is not a simple 
one, and in interpreting these figures account must be 
taken, inter alia, not only of rising prices from 1926 
to 1928, and of rising wages from 1926 to 1929, but 
also of the large import of foreign capital which char- 
acterised these years. Eecent economic work on the 
trade cycle has brought into the forefront the concept 
of the “ multiplier This is used in two forms — 

^ Cf. R. F. Kahn, “ The Relation of Homo Investment to Unemploy- 
ment ”, in the Economic Journal^ June 1931 ; J. M. Keynes, The. General 
Theory of Employment, p. 113 fL ; J, Robinson, Introduction to the Theory 
of Employment, pp. 18-27. 
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the “ investment multiplier ” and the “ employment 
multiplier The first of these expresses the relation 
between a given increase in gross investment and 
the resulting increase in total income ; the second 
measures the ratio of the increment of total employ- 
ment which is associated with a given increment of 
primary employment in the investment (production 
goods) industries. Now in both senses of the multi- 
pher, but especially in the second, the “ employment 
multipher ”, the figures show a relatively low value for 
the years 1932 to 1934. For this there were a number 
of reasons, some of which were peculiar to this period, 
while others continued to operate in subsequent years. 

(1) There was inevitably a time-lag between the 
growth of output in the production goods industries 
(which were chiefly favoured by the various pro- 
grammes for creating employment) and the growth of 
income and with it expenditure on, and employment 
in, the consumption goods industries. So long also 
as there were considerable stocks in existence the rate 
of creation of new income was retarded. 

(2) The official policy of stabilising prices, and above 
all, wages, prevented the upward swing of activity 
from being reflected in higher money incomes per head. 

(3) The early public works’ schemes were what 
the Germans call “ labour intensive ”, i.e. they were 
designed so as to give the maximum amount of 
employment for a given expenditure of public money. 
They consisted largely of works using unskilled labour, 
and the workers employed were mostly paid according 
to the lowest wage scales. 

(4) The large numbers of those engaged in labour 
service, emergency relief works and other forms of 
substitute employment (800,000 for the average of 
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1934) were paid in jkind ratter than in money, so that 
their incomes were not added to the money total of 
incomes from w^ages and salaries. Moreover, those 
who were transferred from the rolls of the unemployed 
into normal employment, ceased to receive unemploy- 
ment benefit or relief. Thus the total expenditure on 
relief of the unemployed fell from 3,150 million RM. 
in 1932-33 to 2,400 millions in 1933-34 and to 1,700 
millions in 1934—35. 

(5) The preceding period of depression and shrink- 
age of incomes tad left those engaged in industry, 
commerce and agriculture, and many other income 
groups, heavily in debt to the banks. Hence the first 
and most urgent uses to which new individual incomes 
were put were to pay off past debts, to restore cash 
balances to a reasonable figure, and to replace savings 
which had been consumed. 

(6) Very considerable repayments of foreign credits 
and loans were still being made during this period. 
The total of Germany’s foreign indebtedness fell from 
19-5 milliard EM. in September 1932 to 13-1 milliards 
in February 1935, and though part of this fall was 
accounted for by the American devaluation of 1933, 
and partly by the buying up of “ blocked marks ” at a 
heavy discount, there was also a large real transfer of 
German resources. To this must be added the interest 
service on such portion of the foreign debt as was not 
affected by the transfer moratorium. 

Some indication of the order of importance of the 
various public works and other programmes which 
contributed to bring about the revival of investment 
can be obtained from Table VIII : ^ 

^ These were marks owned by foreign creditors of Germany, which could 
not be withdrawn or exchanged directly for foreign currencies. 
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TABLE VIII 


FtTNES FOE THE CeEATION OP EMPLOYMENT, TO DlOEMBEE 31, 1934 ^ 




Million HM. 



Allocated 

Projects Approved 

Expended 

Employment creation pro- 
grammes of the Reich . 

1888-0 

1834-S 

1536-5 

Budget of the Reich 

1135-0 

11323 

727-6 

Employment Board (relief 
works, labour service) 

575-0 

574-9 

431-8 

Railways 

991-0 

9910 

991-0 

Post Office 

111-0 

11 19 

111-0 

Reich motor roads . 

350-0 

3500 

166-0 

Total 

5050-0 

49940 

3963-9 


When it is remembered that the earhest of the 
pubhc works programmes dates from the summer of 
1932, and that by far the greater part of the sums 
actually expended to the end of 1934 arose out of 
schemes which were only initiated during the course 
of 1933, the rapidity with which the various projects 
were executed can be appreciated. Most of the under- 
takings were either immediately, or sometimes rather 
remotely, productive. But this was not universally 
true, as there were undoubtedly cases of what the 
Germans term Pyramidenhau (building of pyramids), 
i.e. work of no real value, merely manufactured in 
order to give employment. It was felt that at a time 
when there was a tremendous amount of unemployed 
resources, the loss involved in work of this nature 
was less than the advantage which resalted from the 
provision of the employment. Both here, and in the 
large expansion of substitute employment, is apparent 
the desire of the Government to reduce “ statistical ” 
unemployment as quickly as possible. To some extent 

^ K. Schiller, Arbeitsbeschaffung und Finanzordnung ztl D eutschland, p. 155. 
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political considerations entered in ; tte new regime 
was still very young, and tlie more dramatic the 
reduction in unemployment could be made to appear, 
the greater was the gain in prestige. 

It is a moot point how far the German recovery 
would have proceeded in the absence of all this State- 
fostered investment and employment. Judging from 
the contemporary improvement in economic condi- 
tions in the world as a whole, and from the fact that 
the German trade-cycle was already turning upwards 
at the end of 1932, there can be little doubt that there 
would have been an appreciable measure of revival 
in Germany under the normal operation of economic 
forces. But it is very improbable that anything like 
the actual recovery would have taken place, having 
regard to the conditions prevailing in the money and 
capital markets in 1933. 

The Finance of Output. — Prior to October 1933, 
when the volume of employment creation bills was 
still fairly small, they were mostly discounted by the 
ordinary commercial banks, which at that time were 
glad to find a safe investment for that part of their 
funds (for example, foreign credits), which they did 
not wish to lend at long term. By October, however, 
the supply of bills had so much increased that the 
banks were forced to re-discount part of their holdings 
with the Eeichsbank and there was a rise in the 
market rate of discount. The Eeichsbank, therefore, 
intervened and began to discount these bills on a 
large scale directly. At the same time it used its new 
powers of open-market dealings, conferred on it by 
the Eeichsbank Act of October 1933, to buy up tax 
certificates to the amount of 350 million E.M., with 
the double object of increasing the supply of Central 
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Bank money and of lowering the discount at which 
these certificates had been circulating. Apart from 
this single instance the Reichsbank made very httle 
use of its right of open-market purchase, as its action 
in directly discounting employment hills had exactly 
the same result of keeping the money market supphed 
with abundant funds, and was in effect equivalent to 
an indirect form of open-market operation. 

The ilHquidity of the banking system, which was 
heavily in debt to the Reichsbank, and the business 
community in general, was such that for a long time 
the greater part of the new central bank money was 
used for reducing the indebtedness of business enter- 
prises to the banks and of the commercial banks to 
the Reichsbank. Throughout this period (and much 
later), pari passu with the issue of employment bills, 
there went a decline in the total of ordinary com- 
mercial bills and of advances, while the total volume 
of banking deposits also continued to shrink. 

The increase in Governmental short-term indebted- 
ness was considerable. The circulation of tax certi- 
ficates rose from 472 million RM. in March 1933 to 
1,215 million RM. in December 1934, while that of 
Treasury bonds (used by the Government for borrow- 
ing directly from the money market) also increased 
by about 700 million RM. between these two dates. 
No exact figures exist for the circulation of employ- 
ment bills, but they can be estimated with reasonable 
accuracy at 1 ,200 million RM. at the end of December 
1933, and at 2,600 milhon RM. a year later.^ Of this 
latter total about two-thirds was held by the Reichs- 
bank. By this means the reduction in the volume of 

^ Cf. K. Schiller, Arbeitshesohajfung und Finanzordnung in Deutschland^ 

p. 177. 
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ordinary commercial discounts and acceptances, as 
well as tte loss of 300 million RM. in gold and foreign 
exchange, were offset. On balance there was not 
much change in the total volume of credit outstanding. 
But whereas at the beginning of 1933 it consisted 
mainly of financial obligations arising out of past 
transactions, by the end of 1934 the credit structure 
had completely changed and was now representing 
current transactions in the sphere of industry and 
trade.^ Liquidity had been very largely restored both 
in banking and industry, with the result that short- 
term interest rates were lower. Thus call money, 
which had stood at 7-9 per cent, at the beginning of 
1932, and had averaged 5-11 per cent, in 1933, fell to 
4-55 per cent, in December 1934. For the same 
periods the private discount rate fell from 6-88 per 
cent, to 3-88 per cent, and 3-50 per cent, respectively. 
Bank loans in the form of fixed advances remained 
as high as 7 per cent, throughout 1933 and 1934, 
while overdraft facilities cost 9-5 per cent. ; but 
business in general was not much affected by these 
rates, as it would get its credit from the discounting 
of bills. In contrast to the comparatively low rates 
in the money market, the yield of fixed interest 
securities remained high. The average yield of 6 per 
cent, industrial bonds in 1933 was 7-64 per cent., and 
of 6 per cent, public loans 7-17 per cent. By December 
1934 the yields had only fallen to 7-43 and 6-61 per 
cent, respectively. Under these conditions it is not 
surprising that the long-term capital market was 
completely stagnant. 

Industrial Organisation. — German industry and 

^ The note circulation of the Reichsbank increased from an average of 
3,373 millions RM. in 1933 to 3,888 million RM. in Decoinber 1934. 
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commerce were organised by tbe National Socialist 
Government during tbe years 1933 and 1934 into 
thirteen Groups with a large number of Sub-Groups. 
The Groups were combined with the Chambers of 
Commerce to form at the top a National Economic 
Chamber (Reickswirtschaftskammer), the whole struc- 
ture being subordinated to the Minister of Economics.^ 
The essence of these measures was to extend and 
develop the system of responsible economic self- 
government, subject to the general direction of the 
State, while leaving management and risks of business 
in the hands of private enterprise. The State in fact 
divested itself of a great deal of its previous direct 
participation in industry and thus enlarged the sphere 
of individual — as distinct from pubhc-ownership. 
But at the same time State control, regulation and 
interference in the conduct of economic affairs was 
enormously extended. In the field of investment and 
in price policy ^ the State intervened with drastic 
effect. A number of cartels were dissolved or their 
price agreements declared invahd, but in many 
industries firms were forced to cease competing with 
one another and to form cartels, and this compulsory 
cartelisation was combined with prohibitions against 
new capital investments. In 1933 and 1934 com- 
pulsory cartels were formed in 26 important industries, 
and in each case it was forbidden to set up new under- 
takings or to extend the capacity of existing under- 
takings, or to recondition plants which were not in 
operation. With the important exception of the 
textile industries, these provisions (which were only 

The organisation of the German industrial system is well described in 
Mr. Rawlins’ Report on Economic Conditions in Germany to 1936, Cmd. 
641 of 1936. 

2 Cf. Chapter IV, pp. 154-83. 
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temporary) applied chiefly to the capital goods in- 
dustries. The chief motives here were the existence 
of a large amount of surplus capacity, over 50 per 
cent, in many cases at the end of 1933 ; and the fear 
that over-investment, which had played so important 
a role in the boom of 1927-29 would recur and lead to 
another slump. In some cases special measures were 
taken either to protect existing interests or to prevent 
technical changes from producing unemployment, or 
to defend small producers. Thus from 1933 to 1935 
no new retail shops were allowed to be established 
except under license. In August 1933 limitations were 
imposed on the introduction of labour-saving machines 
in cigar-making, and in June 1934 an embargo was 
placed on the extension of large-scale plants produc- 
ing smoking tobacco. Again, in 1933 and 1934 the 
introduction of automatic machinery was prohibited 
for chemical and hollow glass-ware. The influence of 
technical improvements upon employment was widely 
debated at this time and the action of the Government 
was not universally approved, but the practical con- 
sideration of the difficulties in the way of the speedy 
reabsorption of displaced labour, when there was 
widespread unemployment, proved decisive. In 
general, it would seem that the State authorities at 
this time were still thinking in terms of a cyclical 
movement of trade and were anxious to avoid re- 
peating the mistakes of the past. The restrictions on 
private investment of the type described above, 
increased the relative importance of public investment, 
while retarding the expansion of those industries which 
would otherwise have benefited from new equipment 
orders, and it certainly constituted an important 
interference with the normal operation of the “ multi- 
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plier But on the whole the restrictive eSects 
were swamped by the magnitude of public invest- 
ment. 

Agriculture. — During the course of 1933 and 1934 
agriculture was completely reorganised under the Food 
Estate (Reichsnahrstand) , which comprised not merely 
all landowners, tenants, cultivators and agricultural 
workers, but also all wholesale and retail traders in 
agricultural products and foodstuffs, all manufacturers, 
such as millers, brewers, sugar makers, etc., all agri- 
cultural co-operative societies and the new associations 
created for marketing. The previous organisations, 
such as the Chambers of Agriculture, the National 
Farmers’ Association, etc., were either dissolved or 
incorporated in the Food Estate. At the same time, 
for each of the main agricultural products, marketing 
associations {Marktverbdnde) were established with a 
partly central and partly regional organisation. The 
marketing association for each product was in turn 
organised both on vertical and horizontal hues. On 
the one hand the Hauptvereinigung covered every 
individual and every process, from the farmer to the 
consumer, i.e. the whole productive cycle, agricultural, 
manufacturing and commercial, with regional group- 
ings known as Wirtschaftsverbdnde, and also based on 
the vertical principle ; while on the other hand there 
were horizontal federations of those engaged on each 
stage of the productive process, which were termed 
W irtschaftlicTie Y ereinigungen. The horizontal federa- 
tions were in effect compulsory cartels, with powers, 
inter alia, of licensing the creation of new under- 
takings or the enlargement of existing ones ; but 
they differed from the industrial cartels in being an 
integral part of the marketing associations and com- 
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pletely subordinated to the latter in matters of policy.^ 

To the marketing associations was given the task 
of regulating the distribution, prices, profit margins 
and (in a varying measure) production, of agricultural 
produce. In contrast to the British marketing boards, 
the element of State control and guidance is pre- 
dominant in the German marketing system, although 
great importance is attached to the preservation of 
the economic independence of the individual producer 
or trader. The form adopted is that of self-govern- 
ment under the supervision of the State in the interest 
of the community as a whole. One clear result of the 
marketing organisation has been to show that the 
earlier unregulated system of marketing had involved 
large waste, and it has been found possible to reduce 
costs of distribution to a very considerable extent.® 

Side by side with the marketing associations there 
were established Boards {Reichsstellen) which were 
given a monopoly control over the import and export 
of the principal foodstufis, cereals and fodder, animals 
and animal products, dairy produce, oils and fats, 
eggs, and later, market-garden produce and wine. 
These — unlike the marketing associations — were 
trading bodies, and they were entrusted with the 
purchase and sale, not merely of foreign foodstufis, 
but also in a large measure of domestic produce for 
sale within the country. Controlling as they did the 
amounts of, and prices at which foreign foodstuffs 
were sold in Germany, as well as the rate of accumu- 

^ Later developments have tended to favour the vertical rather than the 
horizontal form of organisation. Thus the important WirtschaftUche 
Vereinigung of the wheat and rye millers was dissolved in July 1938, and 
its functions transferred to the Bauplvereinigung of the grain and fodder 
trades. At the end of 1938 the only surviving member of the pure horizontal 
type was the WirtschaftUche Vereinigung of the confectionery trade. 

* See below, p. 161. 
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lation of stocks in the country or sales from stocks, 
they exercised a determining influence upon internal 
food prices. Prices of rye and wheat were fixed for a 
whole cereal year, while the prices of livestock and 
dairy products were raised to a more remunerative 
level by the restriction of imports. 

By these means the total returns to German 
agriculture in 1934-35 were raised by as much as 30 
per cent, over the level of 1932-33. On the expendi- 
ture side an extensive measure of debt reduction was 
carried out, and taxes and interest rates were reduced 
— the latter fell from 13-5 per cent, of the total 
returns in 1931-32 to 7-0 per cent, in 1934-35. 

As a result of the combined eflect of the improve- 
ment in prices and the fall in costs, there was a great 
increase in the purchasing power of the agricultural 
section of the community, the net receipts of the 
farmers having risen from 300 million E.M. in 1932-33 
to 2 milliard RM. in 1934-35. It has been estimated 
by the German Business Research Institute (Institut 
fur Konjunkturforschung) that only one-half of the 
capital goods produced by German industry is 
normally marketed within industry itself, and that 
only 35 per cent, of the output of manufactured 
consumption goods is marketed among those engaged 
in industry. More than 60 per cent, of the whole 
output of finished goods is sold outside industry, 
chiefly in foreign trade, agriculture, transport and 
other income groups. As foreign trade was rapidly 
declining and the export of industrial goods had fallen 
in volume by one-third between 1932 and 1933, much 
the most extensive of the remaining markets for 
industrial products was agriculture. Thus the main- 
tenance of farm incomes on a profitable basis was an 
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important part of the strategy of economic revival. 
It is easy to exaggerate the extent of the injury to 
the rest of the population resulting from the rise in 
producer prices. The control of marketing meant 
that the increase in cost to consumers was much less 
in proportion than the increase in the price received 
by the farmers. The burden was widely spread and 
fell on a consuming population whose incomes were 
expanding owing to the growth of employment, while 
in any case the new level of prices (both wholesale 
and retail) was still well below that which had 
prevailed as recently as 1931. 

Tinally, mention must be made of one of the most 
outstanding innovations of the National Socialist 
regime — the Hereditary Farms Law {Reichserbhof- 
gesetz) of September 29, 1933. Subject to the fulfil- 
ment of certain conditions, peasants owning farms 
up to a maximum size of 309 acres were deemed to 
come within the scope of the law. Their farms were 
entailed and they were deprived of the power of either 
alienating or mortgaging then land in future,^ though 
they might still raise credit on their personal security 
Steps were also taken in many parts of the country to 
consolidate peasant holdings and to increase their size 
till they were sufficiently large to support a family. 
A good standard of farming is demanded of the 
Erhhojbauer, and not a few of them have in fact been 
dispossessed of their holdings in favour of the next 


1 It haB been well said by an English writer that over against the “ pride 
of possession ” must bo sot “ the misery of mortg6.ge ; it was largely to 
combat this evil and that of the excessive subdivision of the land under a 
system of peasant proprietorship that the law was passed. 

^ This has given rise to difficulties which the Food Estate has endeav- 
oured to meet by the development of new types of agricultural credit 
institutions, hut it cannot be said that the problem has yet (1938) been 
solved. 
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heir, if owing to incompetence, laziness or drunkenness, 
they have been adjudged unworthy of their privileged 
status in the Eeich. In 1933 there were 5,100,000 
persons (including 4,100,000 owners and members of 
their families) living on some 640,000 hereditary 
farms, comprising about 40 per cent, of the cultivated 
land of Germany. 

Foreign Trade. — It is a matter of pecuhar difidculty 
to give an adequate account in a short space of 
Germany’s foreign trade and exchange policy, which 
underwent crucial changes during the period under 
review. The balance of trade had been deteriorating 
steadily since 1931. In that year there was an excess 
of exports over imports of 2-9 milliard RM. ; in 1932 
the excess fell to 1-1 milliard RM., in 1933 to 670 
million RM., while in 1934 there was an adverse 
balance of 280 million RM. The total value of exports 
in 1934 was only 44 per cent, of its value in 1931 
(4-2 milliard RM. as compared with 9-6 milliard RM.). 
The movement in terms of values and volumes between 
1932 and 1934 are shown in Table IX ; 


TABLE IX 
Imports and Exports 




Million RM. 


Imports 

Exports 

Imports at 1928 
Prices 

Exports at 1928 
Prices 

1932 

4,670 

5,740 

9,500 


1933 


4,870 

9,300 


1934 

4,450 

4,170 

9,800 

6,800 


It has been estimated by the Reichskreditgesell- 
schaft that the average price of German imports fell 
by 2-5 per cent, between 1933 and 1934, while the 
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average prices of her exports fell by 9-1 per cent., 
so that the terms of trade moved sharply against 
her. 

In 1933 the situation was still relatively favour- 
able, as there was a very good harvest which enabled 
food imports to be reduced, so that total imports were 
lower than in 1932, and it was still possible to show 
a favourable balance of trade. In 1934, however, 
there was both a heavy fall in exports and an ex- 
pansion of imports due to the increasing trade activity 
in G-ermany and the rise in incomes. The decline in 
exports was caused largely by the continued shrinkage 
in international trade values, especially in so far as the 
gold bloc countries were concerned, but also by the 
growing competition of the countries with devaluated 
currencies, and by the wide extension of tariffs, and 
exchange restrictions. Germany’s second largest ex- 
port, that of machinery, was particularly affected by 
the sudden decline in exports to Russia ; the Russian 
machine-making industry was expanding rapidly at 
this time and political factors also played an important 
role. 

Table X shows the German balance of payments 
from 1931 to 1934. 

The deterioration of the balance is evident from 
this table. Ever since 1931 there had been a 
measure of exchange control in Germany, bnt it had 
been administered chiefly with the aim of limiting the 
withdrawals of foreign credits from Germany in order 
to safeguard the external value of the mark. Even so 
the strain on the trade balance was very considerable, 
as including interest, net capital outflow and decrease 
of gold and foreign currencies, there was a one-sided 
flow from Germany amounting to 5-4 milliard RM. 
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for tie three years 1932 to 1934.^ In distinctiori from 
the control of capital export there vas httle restraint 
imposed on the import of goods, and prior to June 

TABLE X 


Balance of Payments^ 




Million RM. 


1931 

1932 

1933 

1934 

Income Account — 





Foreign Trade 

+ 2,778 

-h 1,052 

+ 666 

-373 

Seryices 

-f450 

+ 265 

+ 313 

+ 464 

Interest, dividends, re- 





parations, etc. 

- 2,188 

- 1,060 

-847 

-625 


Capital Account — 
Decrease of gold and 
foreign exchange 


- o <=■ 

holdings . 

1,653 

256 

447 

424 

Capital movement 

+ 657 

-749 

-807 

+ 190 

Of wliich, long-term 

+ 100 

+ 14 

-50 

-200 

short-term 

+ 477 

-763 

-747 

+ 510 

other 

+ 80 

• • 

- 10 

- 120* 

Unclassified remainder 

- 3,350 

+ 236 

+ 228 

-80 


* Capital taken out of Germany bv pmlgranta. 


1933 foreign exchange was readily made available for 
the payment of interest. In June 1933, however, a 
law was passed restricting the transfer of income de- 
rived by foreign creditors from their property in Ger- 
many. German debtors were empowered to discharge 
their liabilities in foreign currencies by making pay- 
ment in marks into a special account in Berlin. The 
transfer of the full interest and sinking fund payments 
of the Dawes Loan and of the interest on the Young 
Loan was continued, but the sinking funds on all 

^ It is to such, figures as this that the Gerniana point when they contend 
that they were doing their utmost to meet their foreign obligations, and that 
it was necessity and not bad faith which caused them to default. 

^ Statistisches J cthrhvrch Jut das Deutsche Beich, 1935, p- 489, and 1937, 

p. 536. 
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other Loans were suspended, and only half the interest 
was transferred in foreign currencies to the end of 
1933. In respect of the non-transf erred interest 
quotas the foreign creditors received scrips which in 
turn they could sell to the Gold .Discount Bank for 
foreign exchange, but the bank was only willing to 
buy the scrips at a 50 per cent, discount on their 
nominal value. The other 50 per cent, was used by 
the Gold Discount Bank to _ subsidise exports from 
which it was lioped tliat sufficient additional foreign 
exchange would be forthcoming to enable the first 50 
per cent, to be transferred. On balance the foreign 
creditor lost a quarter of his interest rights, though it 
must be remembered that the nominal rate was a very 
high one. The whole procedure, coming as it did on 
top of the earlier Standstill and other arrangements 
regulating foreign loans to Germany, which had 
brought into existence a number of categories of 
blocked marks circulating at various degrees of dis- 
count, created a storm of indignation abroad. The 
German Government was accused of deliberate re- 
pudiation and default, but defended itself with the 
counter-charges that its actions had been dictated by 
necessity, and by the unwillingness of the creditor 
countries to accept German goods and by their 
devaluation measures. Moral and political, as well as 
economic issues are involved in this matter and it lies 
outside the scope of this book to discuss them fully : 
both parties had legitimate grievances, and on neither 
side was there willingness to recognise either the 
rights or the difficulties of the other side. 

By the summer of 1934 the exchange position 
had much deteriorated ; imports, not only of raw 
materials, but also of manufactured articles were 
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increasing, wliile exports were declining. The re- 
serves of gold and foreign exchange were practically 
exhausted and it was no longer possible to continue 
transfers under the previous arrangement. In June 
1934 transfer of interest by foreign exchange pay- 
ments was completely stopped in principle, and 
foreign creditors were offered ten-year Funding Bonds, 
bearing interest at 3 per cent. Immediately every 
country which was in a position to do so started 
negotiations with Germany to secure more favourable 
terms. In a large number of cases Clearing Agree- 
ments were made, which had the effect of ear-marking 
virtually the whole of the proceeds of German exports 
to the country in question for the payment, either of 
exports from that country to Germany, or of arrears 
of interest on outstanding debts. With a few countries, 
notably Great Britain, it was possible to conclude 
Payment Agreements {Zahlungsahkommen), which 
were more favourable than the Clearing Agreements, 
both because they were more elastic and involved less 
bureaucratic control of the individual trader in each 
country, and because — as a rule — there was a 
larger proportion of free exchange. In general, of 
course, these agreements were hampering to the 
development of Germany’s foreign trade, but they 
were the inevitable outcome of the natural desire of 
each country to safeguard its own interests as far as 
possible in the face of the German default. They also 
practically abohshed multilateral trade so far as 
Germany was concerned. 

In the meantime the whole system of foreign ex- 
change control was breaking down. The system in 
force was one under which German importers were 
given a foreign exchange allotment in proportion to 



Till-; kconomic rkcovbry ok (jkrmany, iy;i.vi<j:i8 ciup. 

Mu' anutunti tlx-y luul imported before 1931. Whereas 
in bebiuiu v' 19.M f,h(‘. iillotme.Tit was 50 per cent., by 
May it had fallen to 5 |)e,r cent., and finally to a day- 
f o day allotriK'nt, bas(‘d on the. .lieichsbank’s intake of 
fnreiyn e.Kchan;^e. Orde.rs could not be cancelled as 
(jiiiekly a.s lacilities lor jaiyimvnts were restricted, and 
then- was an increa,s(^ in tln^ voluine of outstanding 
al debts. 

Once again t.h<> (Jenna, n (jovernment found itself 
confronted with tin* a,lt(‘rna,tiv(! of devaluation. There 
was again at, t.liis time a c.onside.rabh'. body of in- 
tliiimlial o[iinion in (l(‘nna,ny which wa„s in favour of 
ado[>fing t.his course, a.n<l tlie (Jovernment had even 
allowed the pros and cons of d(>, valuation, to be 
extensively discus, sed in tlu^ ne.wspa|K‘.rs. In a totali- 
tarian count.rv t.he public, ventila,tion of a controversial 
issue has a quit.e difTcnmt Hignifi.c,ance from that in a 
country with a, free Press. Tlnuxi woiv. wid(;,spread 
numiur.s. ami t his fa,ct>, (aunbine.d with rising internal 
pri<’es of a numlaw of c.ominodi1;ie,s, kjd to a wave of 
hoaniitig purchases which (hiphdcid retailers’ stocks 
and led at. t,he mouieid, to la.rg(^ additional orders for 
consumption goods. The (Jovernmejit was impressed 
liv the e.xtremc sfaisitiveness of tin; g(!n(wal public to 
the mt‘r»‘ hint, of a, possible de.valuation ; but there 
were al,s<i ot.her rea,sons, sonn^ old and sojne new, which 
wiughed wit.h it. 'I'lic: nomimd value of (Jermany’s 
e.xlernal debt had b(><ui still furtluu low(U'(id by the 
American deva.luii.tion ; nuiny of (Jermany’s neigh- 
bours still iidhered t,o the. gold standard, while there 
was no defmiti! st.idiility in the sterling bloc, and had 
(Jernmnv deviduidrcd in li)34, other countries, e.q. 
Sweden, might hiive, btum indiKKal to devaluate their 
ctirrencics st.ill furf-her. Further, it is ve.ry doubtful 
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whether Germany would in fact have been able to 
enjoy one of the greatest apparent advantages of 
devaluation — the abohtion of exchange restrictions 
— since Jewish capital was most eager to emigrate 
and could hardly have been restrained in the absence 
of a very considerable control over the exchanges. 
The stability of the German price structure would have 
had to be sacrificed and the economic system would 
have been dominated by the international trade-cycle. 
FmaUy, the experience of both Great Britain and the 
United States seemed to have shown that although, 
by lowering the value of the currency, these countries 
could take a small amount of export trade from 
Germany, the world elasticity of demand for manu- 
factured products such as Germany exported was not 
so large that a 30 or 40 per cent, devaluation would 
enable her to expand her exports very greatly. A 
free German import market would no doubt have 
helped to raise the prices of raw materials and so the 
purchasing power of the producing countries, but the 
quantitative effect could scarcely have been great, 
while there was always the likelihood of the imposition 
of new tariffs and quota restrictions against her goods. 

On a balance of considerations the Government 
decided against devaluation, and in September 1934 
Dr. Schacht, who had been placed in charge of the 
Ministry of Economics in July 20, 1934, announced 
the so-called New Plan for foreign trade. Under this 
the former system of foreign exchange allotment by 
quotas was replaced by a system under which a 
foreign exchange certificate had to be obtained for 
every individual transaction before a definite order 
could be placed and the goods imported. The admini- 
stration of the Plan was carried out by twenty-seven 
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Control Boards, based on the industries or raw materials 
concerned. These Boards were responsible for giving 
exchange certificates and for deciding for which 
countries and for which goods the available supplies 
of foreign exchange should be used. They also, in 
addition to their control of imports, exercised an 
important influence over exports. In practice the 
New Plan involved a great extension of bilateral 
trading, and a good many barter compensation deals 
were carried out, in which ships or armaments were 
exchanged against the surplus of, say, a cofiee or 
cotton crop. 

In addition there grew up an extensive system 
of private compensation agreements which assumed 
many different forms. In one type, which especially 
at first was of common occurrence, the system worked 
as follows. A German importer was anxious to buy 
goods from, say, the United States. He would make 
enquiries until he found a German exporter who 
wanted to sell other goods to the United States but 
was unable to obtain his price, which at the nominal 
rate of exchange was x per cent, over the world price. 
The German importer would pay the German exporter 
the X per cent., thus enabling the latter to accept the 
world price for his goods. In consideration of this x 
per cent, the German exporter would surrender to the 
importer his right to foreign exchange. With the 
foreign exchange thus at his disposal, the German 
importer would buy the goods which he wished to 
import from the United States. But in order to re- 
coup himself for the premium of x per cent, which he 
had to pay to the exporter, he would have to add this 
X per cent, to the selling price inside Germany of the 
goods which he had bought from the United States. 
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It is clear that the size of the premium paid (the x per 
cent.) would vary with the relation between internal 
and external prices, and with the nature of the goods 
and their relative demands. 

Another variant of compensation trade took the 
following form. A German importer, A, eager to 
procure essential goods from an English exporter, B, 
would offer the latter a premium above the world price, 
which in 1935 often was as high as 25 per cent, above 
the world price, though later this was reduced as a 
result of Government supervision. The English ex- 
porter, in his turn, concerned with how to secure 
payment for the goods which he had exported to 
Germany, would be put in touch with another English- 
man, C, who was prepared, or could be induced, to 
purchase goods exported by another German, D. The 
whole transaction would be prepared and simultane- 
ously concluded by C settling wnth B in sterlhig and 
A with D in reichsmark. Normally the bulk, if not 
the whole premium or bonus obtained by the English 
importer B, would be passed on to the Enghsh ex- 
porter C in order to make the busiaess attractive to 
the latter. 

A more generalised form of compensation trading, 
involving much less individual negotiation and pairing- 
ofi of supply and demand, was afforded by the system 
of Aski ^ marks, which came to be widely developed. 
Under this system a foreign exporter sold his goods 
to Germany and received in exchange a credit in AsM 
marks. These marks he could sell, at a considerable 
discount, to the importer of goods from Germany, 
who was thus enabled to pay the German price. The 

^ The letters ASKI stand for Ausldndersonderhonten fiir Inlandszah- 
lungen. 



70 THE ECONOMIC RECOVERY OF GERMANY, 1933-1938 chap. 


fact, iiowever, that the Aski marks could only be 
sold at a discount would be taken into account by the 
exporter to Germany, who would raise his price in 
marks correspondingly. Each country had its own 
Aski marks, and provided the German authorities saw 
to it that the total values of exports and imports were 
balanced, the financial side of the transactions could 
often be settled in the market for Aski marks without 
the necessity for buyers and sellers being in direct 
contact with one another. 

It may be noted that the advantages of com- 
pensation trading under conditions of foreign exchange 
control are that the parties can negotiate between 
themselves the conditions of the transaction and settle 
the effective rate of exchange, so that risks to both 
parties are reduced. There is the further gain, in 
some of the forms adopted, that the premium or 
bonus can be divorced from the price of the goods, 
thus avoiding the higher customs duties which would 
otherwise have to be paid in each direction — assum- 
ing ad valorem duties. 

From the German point of view the mairi dis- 
advantages of the New Plan were its extreme 
cumbrousness, complexity and costliness, which un- 
doubtedly have had an important effect in restricting 
the total volume of German trade. Internally, moreover, 
the restriction of imports in the face of a growing demand 
necessarily involved the rationing of raw mat erials 
inside the country. The working of barter and com- 
pensation agreements frequently meant that Germany 
d iminis hed her purchases, say, of United States cotton 
or Austrahan wool, and increased her purchases of 
South American cotton and South African wool. In 
many cases there were technical differences in the 
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raw materials wMch. involved considerable initial dis- 
locations in production. Both shortages of supply and 
change of quahty of raw materials were most apparent 
in the textile industries during the second half of 
1934. Thus in July of that year it was necessary to 
pass the Textile Fibres Decree, which, besides regu- 
lating in detail the prices of textile materials and 
fabrics, restricted working hours (except for export) 
to thirty-six per week and prohibited any extensions 
of textile plants. Finally, the decision not to de- 
valuate but to maintain the nominal external value 
of the mark, left German wholesale prices much above 
the level of the world prices, and made it necessary 
for export prices to be subsidised. With the dechne 
in the transfers of interest across the exchanges the 
role of the depreciated blocked marks in financing 
exports diminished and other methods had to be 
found. The device was adopted of a levy on industry 
(Exportumlage), operated through the Group organisa- 
tions. In theory the levy was (and remains) voluntary, 
but in practice it could hardly be evaded. Great 
secrecy is maintained as to the amount of the levy, 
but it is believed outside Germany to have amoxuated 
since 1935 to about 1 milliard RM. per annum, or from 
a quarter to a fidth of the nominal value of German 
exports, and it is said to be assessed as a percentage 
of the wages bills of undertakings, though not at a 
flat rate, but varying from firm to firm. The Germans 
claim that the subsidisation of exports is not tanta- 
mount to export dumping. They urge that it has 
been forced on them by the prior devaluation of foreign 
currencies (British export prices measured in gold feU 
by 13 per cent, between 1933 and 1936, while German 
wholesale prices in general rose by 13-7 per cent.), and 
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that in their own interests, for reasons of cost, they 
use it with moderation. It is probable that in spite of 
the subsidies Germany is a less serious rival of British 
exports iu world markets as a whole now than it was 
before 1931.^ 

As offsets against these serious disadvantages the 
New Plan made possible the stabilisation of the 
German internal price level and the prevention of 
large-scale capital exports. It ensured that Germany 
would not import more than she could pay for with 
her exports, and that she could direct the flow of her 
exports to those countries which were prepared to 
accept her goods and whose goods she wished to buy 
in return. Moreover, the system of individual control 
of foreign trade meant that it was feasible to draw up 
a comprehensive priority Hst of imports according to 
their degree of importance for the economy as a whole. 

Without this control it is scarcely conceivable that 
Germany could have maintained so high a rate of 
internal expansion on the basis of so small a volume 
of imports ; while, if imports had not been restricted, 
recovery would have been checked by the resulting 
adverse balance of payments.® 

JANUARY 1935 TO SEPTEMBER 1936 

By the beginning of 1935 a large part of the em- 
ployment creation programme initiated under the First 

^ If the Yolume of home investment were to diminish appreciably, so 
that Germany was able to devote additional resources to expanding her 
export industries, the situation would assume a very different complexion, 
and she might rapidly become a most formidable competitor in foreign 
markets. 

2 It is of great importance to bear in mind in this connection that Ger- 
many was virtually devoid of foreign capital assets and had large liabilities 
towards the rest of the world. She had not, therefore, the means of hnancing 
an adverse balance, even for a short period. 
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Four-Year Plan tad been carried out, and there were 
indications that the rate of recovery was slowing down. 
Public investment had been the main factor in the 
economic revival hitherto, and although tax exemp- 
tions in respect of replacements (and, since October 
1934, of a part of new capital outlay^) had stimulated 
private investment in this direction, the high level 
of the long-term rate of interest was acting as a 
deterring influence.^ Expenditure on renewals was 
still below normal and the accumulated deficit of the 
years 1932 and 1933 had not yet been made good. 
In the last quarter of 1934 State pohcy in regard to 
private investment had been undergoing a change. 
Apart from a prohibition of the erection of new plant 
in the staple fibre industry at the beginning of Decem- 
ber 1934, and from restrictions imposed under the 
Compulsory Cartel Law, there had been no new pro- 
hibitions of extensions of plant since August 1934. 
Moreover, the shortage of imported raw materials 
caused by the operation of Dr. Schacht’s New Plan 
was directing attention to the need for expanding the 
supply of Germany’s domestic raw materials, and 
ofiicial encouragement was given to the formation 
of new enterprises for the extraction of benzine 
from lignite and for the production of other raw 
materials. 

The period under review was dominated by three 
developments of major importance : rearmanent, the 
reduction of the long-term rate of interest, and the 
issue of long-term loans. 

Rearmament. — In March 1935 Herr Hitler an- 
nounced the withdrawal of Germany from the 

^ See aboTe, p. 39 ti. 

2 A good deal of private outlay on capital goods was in fact financed 
during this period by employment bills. 
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Disarmament Conference and tlie reintroduction of 
conscription. Eearmament, whicli had been pro- 
ceeding for some time past under the restrictions 
imposed by the need for preserving at least an oflEicial 
cloak of secrecy, was now pushed on openly with 
feverish haste. Barracks and aerodromes were con- 
structed aU over Germany, and munition factories 
were built and armaments manufactured on a vast 
scale. Every other form of economic activity for the 
next two years was overshadowed by the enormous 
expansion of the armament industries. Prom March 
1935 to the middle of 1937 the dechning role of pubhc 
works as a stimulus to employment and investment 
was replaced by the new and insatiable demands of 
the mihtary supply services. The finance of the new 
output was provided as before by bills, though they 
were no longer termed employment creation bills, 
but “ special ” biUs (Sonderwechsel). These bills had 
a nominal currency of six months, being discountable 
at the end of three months, and were renewable with- 
out hmit. They were discounted by the Eeichsbank 
(the State bearing the cost) at its official rate of 4 per 
cent. ; but the practice which had prevailed earlier in 
the case of the employment bills, of their discount by 
the commercial banks at the ordinary (lower) private 
discount rate, came to be discontinued. There grew 
up a separate market for “special” bills, in which 
the rate varied from 3j to 4 per cent., and at times 
even rose above the Eeichsbank rate.^ 

The Reduction of the Long-term Rate of Interest. — 
The existence throughout 1933 and 1934 of a long-term 
market rate of interest of between 6 and 7 per cent. 

1 Of. Lie, Barik, August 3, 1938, p. 1018, and W. Prion, Das dmtsche 
FiTtanzwuTider, p. 62. 
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presented one of the most important general obstacles in 
the way of recovery. Besides hindering private invest- 
ment, it made it impossible even for the Government to 
issue any new long-term loan ; while all debtors, but 
especially public authorities, continued to be burdened 
by the high interest payments on their past loans. 

The enforced conversions of 1931 ^ had done 
something to lower interest charges on previous in- 
debtedness, though they had not succeeded in bring- 
ing down the yield of fixed interest securities. The 
extent of the reduction in interest payments by the 
middle of 1932 can be seen from the following figures, 
which show the aggregate indebtedness of the German 
economic system. 

TABLE XI 

Aggregate Indebtedness ^ 



Long-term Debts 


Short-term Debts 



Principal 
(Mrd. RM.) 

Interest 

(Mrd.RM.) 

% 

Principal Interest 

(Mrd.RM.) (Mrd.RM.) 

% 

End of 1930 

58-8* 

4-5 

7*6 

34*1 2-4 

7*1 

July 1932 

61-5 * 

3-3 

5-4 

28-4 1-9 

6-8 


* In these totals are included some 1 5 milliard RM. representing pre-war indebted- 
ness which was re- valorised after the inflation of 1923. 


Thus interest payments were reduced by 1-7 
miUiard marks. The total new indebtedness of the 
whole economy in 1932 was 89-9 milhard RM., a figure 
which may be contrasted with an estimated total 
pre-war indebtedness of 114-4 miUiard marks in 1913. 
In 1930 short-term indebtedness was 36 per cent, of 
the total as compared with only 15 per cent, in 1913. 

The new Government set to work cautiously, 

^ See pp. 24-5 and 29 above. 

2 Supplement to Weekly Report of Institute for Business Research, 
March 28, 1934. 
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bearing in mind tbe experience of 1931. Already in 
1933 a Local Loan Funding Law was passed for 
funding tbe sbort-term debt of local autborities, wbicb 
were nearly in financial straits. These loans were 
converted into 4 per cent, bonds guaranteed by tbe 
Reicb. Tbe creditor was not compelled to accept 
conversion, but if be refused be was unable to recover 
either principal or interest for five years, tbe interest 
being added to tbe capital sum at tbe old rate. This 
scheme appbed to an indebtedness of 2,750 milbon 
RM. and resulted in an average fall in interest of 2 per 
cent. It is significant, however, that in tbe latter 
part of 1933 tbe Funding Loan was quoted at 80. 
Steps were also taken in 1933 to reduce agricultural 
indebtedness by tbe writing-down of mortgages, with 
some assistance from public funds, and by permanently 
reducing mortgage interest rates from their nominal 
6 per cent, level to 4 per cent. 

In October 1933 tbe announcement of tbe new 
powers given to tbe Reicbsbank to engage in open- 
market purchases of bonds, as a cover for tbe note 
issue, bad an immediate efiect on tbe bond market, 
as it was widely expected that tbe Reicbsbank would 
be following British and American precedents and buy- 
iug securities on a large scale. It did in fact purchase 
tax certificates to tbe value of 350 million RM. and 
a small amount (about 100 million RM.) of other 
securities, but for reasons wbicb have been explained 
elsewhere,^ it did not adopt an open-market pobcy 
of tbe traditional type on a large scale. 

In 1934 a 4 per cent, loan of tbe nominal value of 
329 milli on RM. was issued at 95, redeemable by 
annual instalments in ten years. This was used to 

^ See pp. 52-3. 
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convert the small 6-7 per cent, tax-free Hilferding 
Loan of 1929 and a portion of the old re-valorised 
paper-marks debt of the Reich. Very favourable con- 
version terms were offered and the saving to the Reich 
in interest was not appreciable. 

During the latter part of 1934 the increasing 
fluidity of the money market and the growth of savings 
associated with the rise in incomes, directed more 
attention to the capital market. Owing to the still 
■unsatisfied desire for hquidity, the greater part of any 
available free funds was invested in employment bills. 
There were no issues being placed on the market, and 
funds for longer term investment tended to go into 
the share market to acquire the shares of industrial 
companies which were benefiting chiefly by the 
Government’s public works policy. Rumours of im- 
pending conversions were circulating and pubhc bonds 
were consequently unattractive. This trend was un- 
welcome to the Government, which passed a Dividends 
Limitation Law (Anleihestochgesetz) providing that no 
company might pay cash dividends in excess of 6 per 
cent, (in certain cases 8 per cent.). Any dividends 
above 6 per cent, (or 8 per cent.) were to be paid over 
to the Gold Discount Bank for investment on behalf 
of the stock holders in Government bonds, which in 
turn were to be distributed in 1938.^ This limi tation 
on the payment of dividends out of profits was de- 
signed both to render the stock market less attractive 
to speculative investors, and to stimulate firms to 
finance their capital requirements out of their own 
profits. Actually in 1934-35 it was only a small 

^ Early in the spring of 1938 these accumulated dividends (amounting 
to 100 million RM.) were in fact distributed, but in the form of non-interest- 
bearing tax certificates, which could be used for paying taxes in 1941 and 
following years. 
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minority of &ms which could show profits as high as 
6 per cent, on their capital. The direct support to 
Government loans from the purchases carried out by 
the Gold Discount Bank was very shght, especially 
at first, but the indirect effects have been of great and 
growing importance. 

By degrees the fall in short-term interest rates 
during 1933 and 1934 brought with it a decline in the 
yield of bonds, while the risk premium decreased as 
the pubhc gamed greater confidence in the ultimate 
financial solvency of borrowers — a factor which was 
of great importance in the case of the municipalities. 
The prices of all 6 per cent, fixed iuterest bonds 
quoted on the Berlin Stock Exchange rose from 80 in 
the first quarter of 1933 to 96 in January 1935. They 
thus stood nearly at par, but not at such a level as to 
make possible a free conversion with the alternative 
of cash, such as had been carried out by Great Britain 
in 1932. The Government, however, was determined 
to convert and made use of a remarkable device. In 
1935 mortgage bonds and local bonds amounting to 
8 milli ard EM. were offered for conversion at par, from 
6 per cent, or over, into 4 ^ per cent, bonds, with a 
single tax-free bonus of 2 per cent, to converting 
holders. The holder was deemed to have assented 
unless he notified his non-consent within ten days. 
If the holder did not agree to the conversion he was 
allowed to continue to draw the former rates of interest, 
but his bonds ceased to be quoted on the Stock Ex- 
change or to be ehgible as collateral at the Reichsbank; 
they thus effectively lost their negotiability. AU the 
forces of propaganda were mobihsed ; the new loan 
was hailed as a milestone on the road to recovery 
of the young National Sociahst State; and the net 



n 


THE FIRST POER-YEAR PLAN 


79 


result was that more than 99 per cent, of the bonds 
were converted to the new rate of interest. A month 
later the same procedure was adopted and a further 
2,000 milhon E,M. of bonds and inscribed debt of the 
Reich and the States {Lander) was converted to a 
4|- per cent, basis. The whole manoeuvre was a com- 
plete financial success, for in November 1935, when 
the 2 per cent, bonus had ceased to influence quota- 
tions, the price of the 4^ per cent, bonds stood at 
94-9 as compared with 96 in January 1935 for the 
6 per cent, bonds. It must, of course, be remembered 
that the foreign exchanges were rigidly controlled, so 
that there was no possibihty of transferring funds 
abroad, while pubhc bonds constituted the principal 
and almost the only direction in which domestic 
savings, seeking a long-term investment, could be 
employed. 

Having reduced the rate for pubhc and a large 
part of private bonds to a 4^ per cent, basis, the 
Government in February 1935 negotiated an agree- 
ment with the banks for reducing the interest rates 
credited or charged between the banks and their clients, 
and this reduction was followed by the savings banks 
and insurance companies. Finally in July 1936 the 
interest on private (non-agricultural) mortgages was 
regulated. It was provided that, so far as possible, 
agreements should be negotiated voluntarily between 
the mortgagor and mortgagee, but in the event of 
failure to agree the courts were empowered to estabhsh 
a suitable rate of interest, the rate allowed in such 
cases being as a rule 5 per cent, on first mortgages 
and 5-1 to 6 per cent, on second mortgages. Apart 
from foreign debt, the only part of the debt structure 
which remained unregulated was the debentures and 
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similar liabilities of private industrial companies. But 
many of tbese were in fact able to take advantage of 
the general faU in interest rates and to convert their 
loans on maturity to a 5 per cent, basis. 

The Issue of Long-term Loans and the Growth of 
Savings. — In February 1935 the first step was taken 
towards the subsequent funding of a part of the new 
nominally short-term indebtedness which had arisen 
from the finance of employment creation and re- 
armament. In view of the conversion operations then 
in process it would not have been advisable to place a 
loan on the market, but in fact this was not necessary. 
The growth of incomes which had followed the ex- 
pansion of employment and output had increased the 
savings of the general public, and a considerable part 
of these had flowed in the first instance into the savings 
banks ^ and insurance companies. Accordingly a 4^ 
per cent, issue of Railway {Reichsbahn) bonds, re- 
deemable in twenty-seven years and amounting to 
500 million RM., was placed with the savings banks in 
February 1935, and this was followed by a Govern- 
ment loan of 300 million RM. issued under the same 
conditions and placed with the insurance companies. 
A further issue was made to the savings banks in 
September 1935, and in aU an amount of 1,206 
million RM. was subscribed in that year by these two 
types of institutions. It was also in September 1935 
that the first issue for public subscription was made 
in the form of 500 million RM. of 4| per cent. Treasury 
bonds at 98|-, redeemable in ten years. The way for this 

^ Total deposits with the savings banks increased by 704 million RM. 
in 1934 and by a further 971 million RM. in 1935. It may be noted that 
there is no limit placed on the amount of individual deposits in German 
savings banks, and in general they play a much more important role in the 
German capital market than is the case with the savings banks in Great 
Britain. 
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had been paved earlier in the year by an interesting 
financial operation. During the first half of 1935 the 
Eeichsbank had been largely increasing its purchases 
of bnis, especially of the “special” b ills issued to 
finance rearmament.^ The result was to increase the 
amount of central bank money in the market, and, 
with a decreasing number of emplojnment bills coming 
forward for discount, to cause an excessive hquidity 
in the short-loan market. The market rate of dis- 
count fell in May 1935 to per cent, and lost touch 
with the Reichsbank rate, which continued to be 4 
per cent. Complaints also began to be heard from 
the banks that their earning power was being 
affected. 

In order to reduce the supply of central bank 
money and to provide an outlet for short-loan funds, 
the Gold Discount Bank, as a subsidiary of the Reichs- 
bank, issued three-months bills (analogous in some 
ways to English Treasury bills) which were termed 
Solawechsel. These bills were re-discountable with the 
Reichsbank and were discounted by the banks at the 
market rate of discount. Under the conditions pre- 
vailing at that time they were eagerly bought by the 
banks, but the latter, in order to pay for them, had 
to draw upon their balances at the Reichsbank. The 
Gold Discount Bank used the proceeds of the sale of 
Solawechsel to buy employment- and “special” h ills 
from the Reichsbank. In this way the market rate 
was raised to an appropriate level, and the risks of 
inflation were counteracted, while the Reichsbank 
was unloaded of part of its holding of bills. 

It was the success of this operation, coupled with 

^ The reason for this appears to have been the desire to preserve as 
much secrecy as possible as to both the nature and the amount of State 
expenditure on rearmament. 
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evident signs that the capital market was seeking an 
outlet for funds at a fixed rate of interest for a longer 
term than was afiorded by the bills or Treasury 
bonds [Reichsschatzanweisungen), which emboldened 
the Government to place the trial issue of 500 million 
EM. of ten-year bonds with the public in September. 
The loan was fully subscribed, there was no unfavour- 
able reaction on the price of the conversion loans, and 
the quotation of the new loans remained at the issue 
price of 98f. The total of new public issues in 1935 
was 1,706 mUlion EM. 

The appropriate technique having been developed, 
further loans were issued in 1936, and in that year 
public loans to the amount of 1,323 million EM. were 
placed directly with savings banks or insurance 
companies, while loans for 1,500 million EM. were 
offered on the open market in the form of bonds with 
a currency of twelve years. 

The proceeds of these loans, whether placed with 
savings banks and insurance companies or with the 
public, were mainly used by the Government to 
finance new investment, and so to reduce the rate of 
increase in the circulation of “ special ” bills, and also 
to consolidate the short-term indebtedness^ which 
had arisen from the bills issued to finance public 
works. Employment creation bills to the total 
amount of 1,888 million EM. had been issued in 
connection with the Papen, “Urgency” and First 

^ It is perhaps a misnomer to apeak of the consolidation of short-term 
indebtedness in view of the fact that these three-monthly employment bills 
and the six-monthly “ special ” biUs were renewable without limit. It is 
true that the Government was under pledge to redeem both the tax certifi- 
cates and the bills issued under the von Papen and the “ Urgency ” and 
First Reinhardt Programmes during the period 1934 to 1938, and has done 
so, but there is no evidence to show that any of the “ special ” bills have 
been consolidated. 
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Eeinhardt Programmes. By tiie end of 1 937 the whole 
of these bills, with the exception of 21 milli on RM., 
had been bought up by the Reich, and at that date 
“ almost four-fifths of the whole amount had been 
redeemed out of budgetary funds of the Reich 

Before each loan the circulation of the Solawechsel 
of the Gold Discount Bank was allowed to rise to a 
high figure. When the loan came to be subscribed 
and the banks had to transfer funds to the Reichsbank, 
they allowed their holdings of Solawechsel to run off 
and the circulation dechned largely. After the loan, 
the Reichsbank’s holdings of newly created “ special ” 
biUs increased, and with it the supply of central bank 
money, so more Solawechsel were issued until in turn 
the moment was ripe for a new loan. It was not the 
case, however, that there was any exact or automatic 
relation between the supply of Solawechsd and the 
period of issue of new loans. The determining factor 
here was the rate of growth of the national income 
and of savings available for long-term investment. 

In order to concentrate the whole of the available 
savings seeking a long-term investment upon the 
pubhc bond market, the issue of new industrial bonds 
and shares was restricted almost to nothing. Even so 
the share of the savings of the general pubhc which 
were directly invested in the State loans during this 
period was not large — it is estimated by the Reich 
Statistical Ofl6.ce at 103 miUion RM. for 1935 and 
665 miUion RM. for 1936. The larger part of the 
loans offered for pubhc subscription was in fact sub- 
scribed by the banks, though this did not, as might at 
first sight appear, have an inflationary effect ; it meant 

1 Die Entwicklung der deutscJien BauwirtscTiaft im Jahre 1937 ^ pp, 30-31, 
issued by the Deutsche Bau- und Bodenbank. 


G 
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that they were holding their assets in a different form. 
Under former banking conditions German banks, 
unlike the British banks, were not accustomed to 
purchase large quantities of Government bonds. But 
when the whole ba nkin g system was regulated by the 
law concerniug Credit of December 5, 1934, the banks 
were encouraged to hold this tjrpe of security by the 
provision that Government bonds might be included 
among the reserves which the banks were legally re- 
quired to keep against their liabilities. The savings 
banks also were limi ted as to the amount that they 
might lend on mortgage and real estate, and a large 
part of their investment holdings was diverted to the 
bond market. Thus, so far as the capital market was 
concerned, savings were accumulated in private hands, 
and then, for the most part, not invested directly in 
new issues, but placed with the banks, savings banks 
and insurance companies, which in turn invested them 
in public loans. It may be noted that a further outlet 
for private savings consisted in privately financed 
house-building, which showed a large increase in 1936 
over earlier years. 

In addition to those already mentioned there were 
two other important sources of capital formation in 
Germany — the budget revenues and the reinvested 
profits of industry. 

The growth of the national income was accom- 
panied by an increase in the yield of taxation. The 
total tax revenues of the Eeieh rose from 6- 6 milliard 
EM. in 1932-33 to 9-7 milliard EM. in 1935-36 and 
to 11-5 milliard EM. in 1936-37. The rise in revenue 
was not due to the imposition of additional taxation, 
but to the retention — ^in spite of growing prosperity — 
of the high rates which were imposed in the crisis 
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years 1931-32. A number of taxes were in fact 
lowered in 1933 as part of the scheme for the stimu- 
lation of employment, and the only major increase 
(the raising by 50 per cent, of the corporation tax 
rates in September 1936) came too late to have much 
effect on the totals for 1936-37. No figures have been 
published since 1934 showing the expenditure side of 
the budget. It is certain that current expenditure 
must have increased considerably since 1934, if only 
as a result of conscription and rearmament, but it is 
known that very substantial sums were contributed 
from the budget for capital outlay. Moreover, al- 
though unemployment contributions continued to be 
levied, the payment of benefit feU off greatly owing 
to the decline in unemployment, with the result that 
there was a large additional surplus from this source. 
Expenditure on the relief of unemployment was 3,150 
miUion EM. in 1932-33, but only 1,300 million EM. 
in 1936-37. 

The effects of the Dividends Limitation Law of 
1934 and of the restrictions on new capital issues were 
to cause firms to reinvest much of their undistributed 
profits in their own business. In 1935, but still more 
in 1936, very large profits were being made in the 
capital goods industries, and at the same time as the 
output of firms in certain sections reached capacity 
there arose the need for further capital outlay. There 
was also stiU a considerable carry-over of replacements 
and renewals which had not been effected in previous 
years. Large sums, therefore, were needed for private 
investment in plant and machinery, and these were 
increasingly obtained from the profits of industry 
itself. 

Employment. — Unemployment decreased from an 
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average of 2,150,000 in 1935 to 1,590,000 in 1936, and 
in October 1936 it was as low as 1,076,000. Employ- 
ment was 16,000,000 for 1935, 17,140,000 for 1936 
and 17,810,000 in October 1936 : very little of this 
was substitute employment. Tbe figures do not 
include the 200,000 employed in labour service, while 
the number employed on emergency relief works fell 
ofi greatly after 1934. 

It is sometimes suggested that conscription has 
been an important factor in reducing the number of 
the unemployed, but this is not borne out by facts. 
Throughout 1935 and 1936 (allowing for seasonal 
variations), as unemployment diminished, so employ- 
ment increased. It is true that the Reichskredit- 
gesellschaft at the beginning of 1937 admitted that 
“ the introduction of general conscription for the 
Labour Service and the Army now regularly with- 
draws two and a half years of young labour from 
the economic system”.^ But in spite of this, em- 
plojunent continued to increase to a large extent, and 
indeed by more than the amount by which unemploy- 
ment feU off, as can be seen by the above figures. It 
may be noted also that the large number of those in 
S.S. and S.A. {Schulz Staffel and StuTmabteilung) forma- 
tions do not affect the figures, since, except for a 
relatively small number of high permanent officials, 
the members of these bodies are engaged in their 
ordinary occupations and carry out their special duties 
in their spare time. 


^ Report for 1936-37, p. 32. If this statement is taken to refer to the 
number of boys leaving school for employment at the age of 15 (about 
500,000 during the period under review), this would give a total of 1,250,000 
^thdrawn from employment. If, however, it refers to the number reach- 
ing the age of 19, and therefore liable for service (334,000 for the average 
of 1935-37), this would make a total of 835,000. 
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Table XII shows the relative growth of employ- 
ment in the building and heavy and metal trades as 
compared with the consumption goods industries for 
July 1933 and July 1936. 

TABLE XII 


Growth 

OF Employment 

IN Vajrious 

Trades 



Number of Workers 
in Employment 

Increase 1932 

.-36 

1933 

(1,000’s) 

1936 

(1,000’s) 

(l,000*s) 

% 

Building . 

666 

2,057 

1,391 

209 

Engineering 

311 

641 

330 

106 

Automobile 

148 

321 

173 

117 

Iron and metals 

244 

447 

203 

83 

Electrical . 

169 

290 

121 

72 

Building materials 

214 

331 

117 

55 

Chemicals . 

178 

238 

60 

34 

Textiles 

694 

798 

104 

15 

Clothing . 

401 

454 

53 

13 

Foodstuffs 

506 

535 

29 

6 


“ During the three years, from the middle of 1933 
to the middle of 1936, about 80 per cent, of the total 
increase of employment took place within the capital 
goods industries, 48 per cent, falling within the 
building trades with their subsidiaries. Whereas 
the increase of employment among workers in in- 
dustry and handicraft amounted to 54 per cent., 
it was 17 per cent, among workers in trade 
and transport and only 14 per cent, among salary 
earners.” ^ 

The significance of the changes in employment can 
be seen more clearly with the aid of the Table ^ on 
page 88, which is extracted from the Industrial Census 
taken in 1933. 

1 This quotation and the table preceding it are taken from the Eeport of 
the Reichskreditgesellschaft for 1936-37, p. 31. 

2 Report of Reichskreditgesellschaft for 1935-36, p. 17. 
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TABLE Xm 


Number of Firms and Employment in Industrial Groups 


Industrial Groups 

Number of Firms 
(1,000’s) 

Number of Employees 
(in Millions) * 

Production goods industries 
Consumption goods indus- 

• « 

419 

« • 

3'74 

tries — 

• • 


• « 


(a) Provisions 

303) 


1-42) 


(6) Textiles and clotbing . 

604 V 

1,484 

1-90 1 

5-26 

(c) Furniture, etc. . 

577] 


1-94 J 


I. Industries as a whole . 

II, Wholesale and retail 

• * 

1,903 

• • 

9'00 

trade — 





(a) Production goods 

42) 

1,243 

0-22 1 

3-38 

(6) Consumption goods 

1,201 / 

3*16 j 

III. Transport, banking, in- 





surance and agencies 

• - 

396 

• • 

2-19 

Grand Total 


3,542 


14-57 


* These are census figures and are compiled on a different basis from the figures 
shown in the preceding table, which were taken from the returns of the Sickness In- 
surance Office. 


Thus, ia the depression year 1933, those employed 
in the production and handling of consumption goods 
amounted to about eight and a half millions, as 
against four millions in the production goods in- 
dustries. It was largely this situation which led the 
Government to concentrate its attention in the early 
years on the revival of investment and employment 
in the capital goods industries. 

By October 1936 there had developed a consider- 
able shortage of labour, especially skilled labour in 
the production goods industries, and hours of work 
were being iucreased. There had been a far smaller 
expansion of employment in the consumption goods 
industries, though even here there was very little 
actual unemployment, but an appreciably shorter 
working day. 

As the total figures show, the residual unemploy- 
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ment had been reduced to quite manageable propor- 
tions. Of the million unemployed in October 1936, 
more than half a million could be reckoned either as 
unemployables or as representing the normal minimum 
of labour turn-over with a certain allowance for 
seasonal influences. With considerable, if not complete 
justiflcation, the Party could claim that the pledges 
of the Four- Year Plan had been carried out, and 
unemployment had been conquered. 

Investment and the Growth of the National Income. — 
The national iucome had risen from 52-7 miUiard E.M. 
in 1934 to 68-6 milliard RM. in 1935 and 65-6 milliard 
RM. in 1936. Gross (and net) investments for the same 
years had risen from 8-3 (2-4) milliard RM. to 11-6 
(5-6) milli ard RM. and to 13-8 (7-6) milliards. Thus 
an iacrease of 3-3 milli ard RM. ia gross investment 
from 1934 to 1935 had been associated with a rise ia 
national income of 5-9 milliard RM., while the cor- 
responding figures in 1935—36 were 2-2 milliard RM. 
for gross investment and 6-4 milliard RM. for the 
growth of the national income. 

The “ investment multipher ” ^ continued to be 
low in comparison with the previous boom of 1926-29. 
But the main reasons were by no means the same. 
The desire for hquidity had been largely satisfied by 
the beginning of 1935 and the frozen indebtedness 
which had been the legacy of the slump had been 
paid off ; the initial time-lag also had disappeared ; 
most of the workers had been reabsorbed into regular 
employment, and surplus capacity had given place to 
full output in many of the capital goods industries. 
There were strong reasons, therefore, to expect that 
the value of the “ multipher ” would iacrease. That 

^ See above, pp. 48-50. 
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it did not do so was largely due to the stabilisation of 
wages and prices, and to the encouragement of 
voluntary savings (which increased very fast) ; and 
to the im position of a large amount of forced saving 
upon the community through high taxation ^ (includ- 
ing social insurance contributions), industrial levies 
for the finance of exports, levies of the type of the 
Winter Jiilfe, etc. The Dividends Limitation Law of 
1934 operated in the same direction. At the same 
time the budget revenues were used to finance new 
investment or the funding of earher indebtedness, and 
there was a certain amount of redemption of past 
debt. Consumption was restricted by the rationing 
of raw materials, and the available evidence points 
to a continued decrease in the stocks of finished goods 
during this period. That the throttling-down of con- 
sumers’ incomes, within the limits of the resources 
available for producing consumers’ goods, was suc- 
cessful, is shown by the absence of queues in spite of 
the fact that there was no general form of consumers’ 
rationing. Stated broadly, then, armaments and other 
forms of capital outlay were being carried out at 
the expense of real income. Some measure of the 
increasing relative importance of investment can be 
seen from Table XIV. 

Production . — The index of production goods (1 928 = 
100) rose from 77-2 for the average of 1934 to 99-4 
for 1935, and reached 119-3 in October 1936. As 
before, the building and heavy and metal industries 
led the way, fostered as they were by the State 
expenditure on rearmament, by the expansion of 
housing and by the construction of the motor roads. 

^ The ratio of total taxation of the Heich, provinces and local authorities to 
the national income rose from 17*5 per cent, in 1929 to 23-7 per cent, in 1936. 
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On the latter 1,500 million EM. had been spent since 
the first sod was cut in October 1933, and there were 
already 1,000 kilometres of road in use and a further 
1,500 kilometres in course of construction ; from 


TABLE XIV 

Relation oe Gross Investment to Industrial Production ^ 


Year 

Milliard RM. 

Share of InvestTnpnt. 

Value of Total Gross 
Industrial Production 

Volume of Gross 
Investment 

in Industrial 
Production 

1929 

84-0 

13-2 

0/ 

/o 

15-7 

1933 

37-8 

5-1 

13*5 

1934 

49-6 

8-3 

16*7 

1935 

58-1 

11*0 

18-9 

1936 

65-1 

13-8 

21-2 


80,000 to 100,000 men were regularly engaged in 
making the roads. The motor car industry itself was 
booming, the output having risen from 153,000 cars 
in 1934 to 261,000 for the first ten months of 1936. 

In the case of consumption goods, output had 
continued on a low level throughout 1935 — well 
below the average for 1934. Demand was stiU suffer- 
ing from the hoarding purchases of 1934 ; with stable 
wages and a rise in the price of foodstuffs there was 
less income available for other types of expenditure ; 
and finally, the consumption industries were hardest 
hit by the restriction of the imports of foreign raw 
materials. The Textile Fibres Decree of July 1934 
had reduced the working week to thirty-six hours in 
all textile factories using foreign materials and pro- 
ducing for the domestic market, drastic embargoes 
had been placed on new investments, while the alloca- 
tion of raw materials was strictly rationed. The 

1 Report of ReichskreditgeseUscliaft for first half of 1937, p. 15. 
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admixture of staple fibre with, woollen and cotton 
goods was encouraged, with results which for the time 
being were serious both for the continuity of output 
and for the quality of the goods. In December 1935 
the Textile Fibres Decree was replaced by the Textile 
Materials Law, which substituted a comprehensive 
regulation of the volume of manufacture for the 
previous device of shortening hours of work. Each 
firm was given a manufacturing quota and the total 
was adjusted to the available supply of raw materials. 
But even this limi ted output they had difficulty in 
seUing, as the retailers had placed such large orders 
at the time of the hoarding purchases of 1934 that it 
was not until 1936 that they began to buy again with 
greater freedom. 

During 1936 the continued expansion of the 
national income at length led to an appreciable 
growth in the output of consumption goods, the index 
of which rose to 102-4 in October 1936. Textiles, as 
has been mentioned, revived, and there was a steady 
growth of the output of the other main consumption 
goods industries — household goods and furniture, 
foodstufis and luxury goods. 

The Finance of Output. — The question arises how 
the growth of output shown by the above figure was 
financed. As in the past the bulk of the finance was 
provided by bills which were discounted by the bank- 
ing system. The total bill holdings of the banking 
system, excluding bank acceptances and Solawechsel, 
increased from 6-01 milliard EM. at the end of 1934 
to 8-0 milliards at the end of 1935, and 10-8 miUiards 
at the end of 1936. As in this period a considerable 
amount of biUs were consolidated by the issue of 
pubhc loans, while the figures do not include bills held 
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by industrial firms or nou-banldng institutions, it is 
evident tbat there was a very large new issue of bills. 
In the case of the Eeichsbank alone, its holding of 
bills at the end of each year increased from 4-2 milliard 
EM. in 1934 to 4-6 milliards in 1935, and to 5-5 
milhards in 1936. 

The whole technique of the finance of output was 
radically altered in comparison with earlier periods by 
the use of internal bills instead of loans and advances. 
Taking the large Berlin banks, the State banks and 
Clearing Associations, we find that their loans and 
advances and reimbursement credits fell from 5-5 
milhard EM. in 1934 to 5-2 milliards in 1935, and 
4-7 milliards in August 1936. In general the role of 
commercial banks as direct lenders to industry and 
trade was far smaller than it had been in the 
past. One indication of this can be seen in the 
fact that, although the total deposits of the large 
Berhn banks had risen by 200 million EM. to 6-3 
milliard EM. in August 1936, as compared with 1935, 
they were still shghtly smaller in 1936 than in 1933 
or 1934 and over 1 milliard EM. lower than in 1932. 
To some extent, of course, this change can be ex- 
plained by the much greater rapidity of circulation 
of deposits in 1936 and by repayment of a great 
deal of outstanding indebtedness, but it remains a 
remarkable feature of the new German financial 
system. 

The Reform, of the Banking System. — The Germans 
had felt deeply humihated and resentful over the 
coUapse of the whole banking system in 1931,^ and 
when, in December 1934, the new law for the Eegula- 
tion of Credit was passed, the banks were subjected 

1 See above, pp. 21-2. 
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to a most far-reaching control. Th.e law had been 
preceded by a commission of investigation into the 
banking system at which the permanent nationalisa- 
tion of the banks (they had virtually been nationalised 
in fact after the reopening of the banks in 1931) had 
been thoroughly discussed. It was finally decided to 
allow the banks to continue in private hands but 
tmder a very thorough supervision and regulation. 
A Credit Supervisory Board [Aufsichtsamt fur das 
Ereditwesen) consisting of the President and Vice- 
President of the Eeichsbank, four Secretaries of State 
and a member appointed by the Chancellor, and a 
Eeich-Commissioner for Credit, were established as 
permanent authorities, the Commissioner being the 
executive agent of the Board. The Board was given 
power over all banks and credit institutions, except 
the Eeichsbank and the Gold Discount Bank. The 
functions of the Board far exceed those of merely 
seemg that legislative provisions are properly carried 
out. It has power to refuse to allow a new bank 
to be estabhshed or an existing bank to open new 
branches or to amalgamate ; it can close a bank if it 
considers that it is being improperly run ; it can 
refuse to allow changes in interest rates or com- 
mission charges, and (in agreement with the Eeichs- 
bank Directorate) it can itself, if need be, fix rates 
and charges. Of even greater practical importance is 
the power of the Board to control reserves. The 
Board is entrusted with the duty of issuing instruc- 
tions as to the investment of savings deposits, and of 
fixing the percentage of reserves against total liabilities 
(other than savings deposits), which each bank must 
keep. The reserves must be held in the form of {a) 
a cash reserve consisting of cash in hand and deposits 
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witL. the Eeichsbank, to be determined from time to 
time by the Board, but not to exceed 10 per cent, as 
a mandatory requirement ; (b) a second reserve con- 
sisting of commercial bills with currency not exceeding 
ninety days, and of securities which are accepted by 
the Eeichsbank as collateral (chiefly Treasury bonds 
and public loans). Here too the Board determines 
the minimum percentage, subject to the hmitation 
that it may not fix a higher rate than 30 per cent. 
Within the prescribed hmits the Board can vary the 
reserve ratios either upwards or downwards. In this 
way the Eeichsbank, which effectively controls the 
policy of the Board, is given a new and important 
instrument of control over credit in addition to dis- 
count and open-market pohcy. A further series of 
provisions regulates the power of the banks to grant 
credit. The Supervisory Board has the duty of fixing 
the extent to which a bank’s total habihties (after 
deducting its Hquid assets) may exceed its own capital, 
but with the statutory proviso that liabihties may 
always amount to not less than five times the amount 
of the bank’s capital. Holdings of stocks (except 
those representing permanent participation in a com- 
pany) and of bonds not quoted on German stock 
exchanges, are limited to a certain percentage of total 
habilities less savings deposits. Total investments in 
real estate and permanent participations may not 
exceed the capital of the bank. Unsecured credits 
exceeding 5,000 EM. may be made only if the bor- 
rower submits a full statement of his financial position ; 
and credits to a single borrower must not exceed a 
certain percentage of the bank’s capital — to be fixed 
by the Board. Under the law aU afl&hated companies 
are treated as a single borrower. When the total 
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indebtedness of a borrower at one credit institution 
exceeds the sum of one million RM. during a month, 
this must be reported monthly to the Commissioner 
for Credit. When a borrower has obtained loans at 
several institutions, the Commissioner may inform 
these institutions of the total indebtedness of the 
borrower and of the number of institutions involved. 

Considering the law as a whole, it is clear that it is 
aimed chiefly at preventing a recurrence of the abuses 
which contributed to the banking crisis of 1931. But 
it goes beyond this in giving such extraordinarily wide 
controlling powers to the Supervisory Board and the 
Commissioner, that the banks have become merely 
another agent for giving effect to the general economic 
policy of the State. The Board has exercised con- 
siderable restraint in the use of its power to fix reserve 
ratios, and by the end of 1936 cash reserves were still 
on the average less than 3 per cent, of liabilities. 
Beyond doubt, however, the failure of banking de- 
posits and loans to expand during the revival of 
1934-36 can be attributed in part to the influence 
of the law of December 5, 1934. 

Agriculture. — 1934 had seen the inauguration of 
the “ battle of production ” {Erzeugungsschlackt) in - 
agriculture, which was intended to diminish the de- 
pendence of Germany on foreign sources, above all 
of fodder, fats and some textile materials such as flav 
and hemp. The extent to which Germany could cover 
her home requirements from her domestic production 
is shown in the following table drawn up by the 
Business Research Institute at the beginning of 1935. 

It will be seen that although she was virtually 
self-sufiS-cing in cereals and potatoes, she only covered 
half her requirements of fats and very much less of 
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sucli toxtilc raw matGrials as sli6 could grow on iier 
own soil. Taking all foodstuffs together, she could 
produce about 80 per cent, of her needs at home under 
normal harvest conditions, after deduct in g food grown 
with the aid of imported fodder. 

TABLE XV 

Percentage of Home Production to total Home Consumption 
FOR Foodstuffs and Agricultural Raw Materials (Allow- 
ance being made for Fodder Imports) ^ 

Per Cent. 


Rye, wheat, barley, oats, potatoes, sugar, meat (other 


than pigmeat), liquid milk, hops 

■ • • 

98-100 

Bacon, fresh- water fish, vegetables 

• • • 

90-97 

Pigmeat, fruit ..... 

■ • • 

80-90 

Fowls, eggs, timber .... 

• • • 

70-79 

Sea-fish ...... 

• • • 

60-70 

Total fats (including margarine and lard), hides and skins 

50-59 

Leguminous products 

• • • 

40-49 

Tobacco ...... 

• • • 

20-30 

Flax, tannin ..... 

• • • 

10-19 

Wool ...... 

• • • 

5-9 

Oilseeds, oilcakes, vegetable oils 

• • • 

1-4 


For tlie increase of her agricultural output Ger- 
many relied on a stable price policy, so adapted as 
to stimulate the raising of those products in which she 
was short ; on the improvement of farming methods 
by such means as the use of more fertihsers and 
machinery ; and on land reclamation and drainage, 
which was largely carried out by the members of the 
Labour Service. Compared with the dramatic success 
of Germany’s industrial pohcy, the results of her 
efforts in the sphere of agriculture were but meagre — 
a bare 7 per cent, increase in terms of volume between 
1933 and 1936. Harvests after 1933 were relatively 

1 Weekly Report of Business Research Institute, April 17, 1935. 


98 THE ECONOMIC EECOVERY OF GEBMANT, 1933-1938 ohap. 

unfavourable, and the reduction, in 1936 of fodder 
imports (fodder and oilcake imported fell from 697,000 
tons in 1935 to 226,000 tons in 1936) gave rise to 
difl&culties in regard to tbe supply of animal products. 
As incomes were rising, consumption of foodstufis also 
tended to grow, and in 1936 there were shortages of 
meat and butter in many parts of Germany. The 
shortages were confined to certain foodstuffs ; they 
were most prominent in the large cities, and they 
were temporary. But they received great prominence 
in the foreign Press and gave rise to many inaccurate 
statements and forecasts that Germany was on the 
brink of starvation. The shortages were important, 
however, in that, together with many other factors 
which were operating at that time, they contributed 
to make 1936 (in spite of the conquest of unemploy- 
ment) the most difficult and critical year from the 
economic point of view since the National Sociahsts 
had taken over the reins of Government. 

Foreign Trade. — In the field of foreign trade the 
years 1934-36 saw the full working-out of the New 
Plan. Germany was covered with a network of 
boards controlling not only imports, but also the 
allocation of foreign raw materials inside Germany, 
with aU their attendant disadvantages.^ 

German merchants and manufacturers underwent 
severe trials at this tune : many of the former had to 
endure the loss of trading connections with the outside 
world which had been laboriously built up since the 
war ; the latter in many cases were unable to obtain 
the raw materials which they had been accustomed to 


^ Dr. Schacht himself referred on several occasions to these offspring 
of his organising ability as “odions things” [etwas scheussUches) and he 
often deplored in public the necessity for their existence. 
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use, or found their supplies rationed. Above aU, the 
small man, especially the important class of handicraft 
workers whose requirements were easily overlooked, 
tended to come ofi worst. There was therefore much 
grumbling to be heard in the land. 

Nevertheless the New Plan accomphshed the main 
purpose for which it had been called into being. 
Whereas the balance of trade in 1934 had shown an 
excess of imports over exports of 284 million E.M., 
this had been transformed in 1935 into a favourable 
balance of 111 million RM., and this had increased by 
1936 to 550 million RM. This improvement had 
partly been achieved by restricting total imports to a 
low figure ; in 1936 they were stiU less than in 1934 
by 233 million RM. At the same time there were 
changes in the relative importance of the goods im- 
ported. Foodstuffs, tobacco, etc., increased shghtly 
from 34' 6 per cent, of total imports to 35-6 per cent., 
and raw materials and semi-manufactured products 
from 52-4 to 55-0 per cent., while finished products 
fell from 13 per cent, of the total imports in 1934 to 
9-4 per cent, in 1936. There was also a significant 
change in the distribution of Germany’s imports, 
which took the form of an increase in trade with the 
neighbouring countries of south-eastern Europe and 
with South America, while trade with the United 
States, Austraha, France, Holland and Russia fell off 
largely. 

Exports in 1936 were 600 million RM. higher than 
in 1934, the rise being due largely to the revival of 
world trade, but also to great efforts on the part of 
German exporting firms, aided, where German costs 
were above the competitive level in world markets, 
by levies on the rest of industry. The fact that 

H 
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German import prices rose by 3-8 per cent, between 
1935 and 1936 , while her export prices fell by 2-8 per 
cent., meant that the terms of trade had moved against 
her and made her trading position more difldcult. The 
export surplus achieved iu the years 1936 and 1937 
did not leave Germany much margin, for in 1935 her 
actual iuterest payments on her foreign debts trans- 
ferred abroad amounted to 550 million RM., and 
though this was reduced in 1936 , it was still over 250 
million RM. ; the expenditure of her tourists in 
foreign countries, restricted though it was, represented 
a considerable sum ; and there were commercial debts 
which had arisen in 1934 and 1935 in connection with 
certain clearing agreements, especially with France 
and Jugoslavia, which had to be repaid. Against 
that, 1936 was the year of the Ol5Tnpic Games in 
Berlin, the visitors to which are estimated to have 
spent 306 million RM., but the whole of this sum 
(which was expended in the form of tourist marks) was 
used for the repayment of Standstill ^ credits. 

^ Cf. above, p. 21. 
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THE SECOND FOUR-YEAR PLAN, OCTOBER 1936 

TO MARCH 1938 

By the autumn of 1936 the success of the First Four- 
Year Plan was no longer in douht. Unemployment 
had ceased to be a serious problem and there was 
practically full employment in the bidlding and 
engineering industries. The national income was 
rising steadily, and, allowing for the fall in prices, had 
reached the level of the boom year of 1928 ; industry 
and the banking system were fully hquid, and savings 
were coming forward increasingly in the capital 
market. Thus the economic circuit had been closed 
and the seemingly hazardous policy which was em- 
barked on in 1932-33 had been vindicated by the 
result. Initially, the State orders provided the de- 
mand for work at a time when effective demand was 
almost paralysed and savings in the aggregate were 
non-existent ; the Reichsbank supphed the money 
funds needed for investment ; investment drew the 
unemployed iuto work ; and work created the iu- 
comes, and therewith the savings, out of which the 
short-term indebtedness previously incurred was able 
to be carried and, in a certain measure, to be funded.^ 
The scepticism of the outside world, which, almost 
without exception, had refused to believe in the 
possibilLty of the German experiment succeeding, 
was proved to be unjustified. Recovery was no longer 
on paper ; it was there for everybody to see. 

^ See above, pp. 82-3. 
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THE ORIGIN OP THE PLAN 

The very completeness of the success, however, 
brought with it a new set of problems of great diffi- 
culty and importance. 

The expansion of incomes was accompanied by 
a growth of consuming power on the part of the 
population, due not so much to higher average in- 
comes of those in employment as to the increase of 
the number of employed. This, as has been pointed 
out in Chapter II, led to shortages of certain foodstuffs 
and other consumption goods. At the same time the 
high level of output increased the need for imported 
raw materials of all sorts. It was this need which 
had led to the setting up of the New Plan governing 
foreign exchange in 1934, and which ever since had 
been the prime mover in extending State control 
and interference in the working of the economic 
system. 

By the summer of 1936 the internal stresses in 
Germany on the economic side were at their maximum 
iutensity. The peasants were complaining because 
the prices of their produce were being kept down, even 
though there was a very evident shortage of supplies. 
The wage-earners were grumbling because prosperity 
and a high level of employment were not bringing 
with them their usual concomitant of higher money 
wages ; while in spite of the control the prices of many 
articles were rising. The business men were dis- 
contented with the rigidity and complexity of State 
interference with the freedom of action. Finally, the 
more radical wing of the National Sociahst Party was 
dissatisfied with the poHcy of the cartels and what 
appeared to be the growing influence of large industry. 
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THE SCOPE AND OBJECTS OP THE PLAN 

At tMs juncture Herr Hitler announced in his 
speech at the Nuremberg Party Conference in Sep- 
tember 1936 the Second Four-Year Plan. As supreme 
head, under Hitler, of the economic organisation of 
Germany for the purpose of carrying out the Four- 
Year Plan, General Goering was appointed with over- 
riding powers over all the other Ministers, includiug 
Dr. Schacht, the acting Minister of Economics.^ The 
appointment was in many ways significant. On more 
than one occasion earlier on, when matters were 
approaching a crisis. General Goering had been called 
in and given plenary powers. He was recognised to 
be a man who knew his own mind and was capable of 
quick decision ; he could not be browbeaten or intimi- 
dated by indignant industrialists, however important 
they were ; above all, he was not only an old Party 
man who was trusted by the masses of the people, but 
he was in favour of an efficient central administration 
by the State, and was able to resist irresponsible 
Party interference. 

The Second Four- Year Plan had a number of differ- 
ent objectives, although they were all inter-connected. 
In the first place it was intended to make Germany 
independent, as far as possible, of aU essential food- 
stuffs and raw materials for which her demand is 
inelastic. Not only Germany’s own repeated ex- 
perience in the post-war period, but also the recent 
attempt to force Italy to break off her Abyssinian 
campaign by the apphcation of economic sanctions, 
had shown her that economic dependence could be 


1 Herr Funk replaced Dr. Schacht as head of the Ministry of Economics 
in January 1938, but the latter continued to be President of the Reichsbank. 
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exploited on political grounds even in times of peace, 
wMle the military importance of being self-sufficient 
for essential products in war-time is too obvious to 
need stressing. There was also the clearly expressed 
desire to insulate the German economy in a larger 
measure from the disturbing effects of external 
fluctuations. 

There are a number of ways in which this in- 
dependence is being fostered to-day. The out- 
put of the traditional raw materials which can be 
produced inside Germany is being expanded as far 
as possible. This can be seen in the increasing in- 
tensity of agricultural production, to which is allied 
the growth of the German fishing and whaling fleets ; 
the greater utilisation of waste wood and German 
timber in general for making paper, cellulose, etc. ; 
and the increasing acreage devoted to flax and hemp. 
The output of magnesium and aluminium based on 
German ores is being pressed on, while the Hermann 
Goering works in the Salzgitter district are a grandiose 
effort to exploit the vast deposits of low-grade iron 
ore, which had not previously been worked in Ger- 
many.^ New raw materials, such as staple fibre, 
magnesium and aluminium alloys, plastic materials 
(bakelite), artificial rubber (Buna), industrial oils from 
coal, have been invented or improved, and are sub- 

^ The iron and steel industry in Germany at first refused to co-operate 
in the enterprise owing to the risks involved in a new process which had not 
yet been tried out in Grermany, although it had been successfully employed 
by the Berlin firm of Brassert & Co. at the Corby works in Northampton- 
shire. The State therefore tmdertook it, and entrusted the technical direc- 
tion to Mr. H. A. Brassert (an American of German descent). At a later 
stage, when it was clearly seen that the venture would be successful, the 
industry changed its attitude and expressed its willingness to take over the 
new works. But this time it was General Gnering’s turn to refuse, though 
early in 1938 the State unloaded a considerable block of its shares in the 
undertaking. 
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stituted to an increasing degree for the more usual '"’ •I 
types of materials. In general, as in the building 
industry and road-making, materials whose supply is 
short (notably iron and steel) are replaced by cement 
or other materials which are relatively plentiful, and 
new technical devices are being adopted to make this 
possible. Every traditional process and method of 
production is being scrutinised to see whether alterna- 
tives can be found which will enable labour and scarce 
materials to be economised. German engineers and 
economists are talking in terms of a second Industrial 
Revolution, which will rival in importance the trans- 
formation effected by the early inventions. 

Erom this angle the Second Four- Year Plan may 
be regarded as the mobilisation of aU the resources of 
modern applied science and technique in the service 
of econonodc progress.^ Finally, the forces of Qrganisa- 
tion and propaganda have been harnessed to a vast 
and intensive campaign against loss by wastage. 
House-to-house collections are made of such objects 
as empty tins, used toothpaste tubes, etc. Old rubber 
is regenerated, used oil is purified, the surfaces of 
metals are treated against rust, new uses are found for 
straw and other waste materials and so on. 

A second aim is to increase the supply of con- 
sumption goods by widening and extending the raw 
materials which could be obtained within the ter- 
ritories of the Reich. The rapid rise in the world 
prices of raw materials in 1936, although it had helped 
Germany’s export industries by increasing the pur- 

^ While it is clear that the Second Four-Year Plan has very important 
military objectives and, apart from this, that developments in modern 
technique which promote economic welfare may add greatly to military 
strength, it would be a mistake to regard the Plan as a whole as merely a 
phase of rearmament. 
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cliasing power of overseas countries, had turned the 
terms of trade against lier and had increased her 
difficulties in financing imports. At the same time 
the expansion of German incomes and output in 
general had both increased the demand for consump- 
tion goods and the need for more raw materials. 
With the prospect of a rather inelastic world demand 
for German exports, one way of enabling a general 
rise in the standard of hving in Germany to be 
efiected was to increase the domestic supply of 
Germany’s raw materials. 

Thirdly, the larger the extent to which Germany 
can supply her own needs for the food, fodder and 
materials which she had been importing, the more of 
other products of a more luxury character will she 
then be able to import, and thus help to raise the 
standard of comfort of the people. Under the stress 
of raw-material shortage, food imports in particular 
have been kept down to a minimum. If Germany 
can diminish her requirements, in particular for raw 
materials, she will be able to import more food as a 
supplement to her own supplies, while the results of 
the cutting off of these supplies, e.g. in time of war, 
would then be less serious, for they would be surplus 
to her basic wants. 

A further aim of the Plan in the more distant 
future is to provide means of employment on a very 
large scale in the consumption goods industries for 
those who may no longer be needed when the invest- 
ment needs associated with rearmament have been 
satisfied. 

The immediate and direct effects of the Second 
Four-Year Plan were to accentuate greatly the short- 
age of labour, which was already becoming acute in 
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the metal and building industries ; to increase the 
proportion of the real national income going into 
capital investment ; and to lead to a still greater 
degree of State control and interference with the free 
working of economic forces. 

With a shrewd sense of popular psychology, no 
attempt was made to conceal this from the mass of 
the people. Both Hitler and Goering stressed the fact 
that at the moment the Plan would mean sacrifices. 
The worker must put on one side his immediate hopes 
for a higher standard of living, the business world 
their desire for more freedom for individual action, 
and everybody their wish for lower taxation. In 
return they were promised security from their enemies 
in time of war and from industrial fluctuations in 
time of peace, and, in some more distant future, a 
higher standard of living all round. 

Before the actual work of implementing the Plan 
was taken in hand an important decision had to be 
taken. It would have been possible for General 
Goering with a small body of expert advisers to have 
acted as a sort of Economic General Stafi for the whole 
country, while the execution of their orders would 
rest with the various Ministries and the Beichs- 
nahrstand. In fact, however. General Goering pro- 
ceeded to set up a separate organisation, which was 
superimposed on that of the ordinary State Depart- 
ments. Many of the more important posts in this 
organisation were given to military officers of high 
rank.^ The main motive in these appointments appear 
to have been the belief that what was wanted above 

^ With, a perhaps unconscious recollection of Cromwellian days the 
present situation is sometimes referred to by Germans as “ the rule of the 
Major-Generals 
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all at the moment was determination and quick 
decision. There was a feeling of impatience with 
the slow and cautious grinding of the wheels of 
the bureaucratic machine, and determination to use 
methods of war-time control for carrying out the 
Plan. The Colonels and Maj or-G-enerals were certainly 
not possessed of much economic knowledge, but since 
1933 an important section of the General Stafi has 
been set up for the study of war economics {Wekr- 
wirtschaft), and in practice they have proved more 
ready to make use of expert economic advisers than 
the ordinary ministries, where the domination of the 
lawyers is still supreme. One net result of the Plan, 
however, has been to increase the complexity, cost 
and personal estabhshment of the State machinery of 
economic administration. 

There were three urgent problems which had to be 
grappled with immediately : prices, labour supply, 
and the finance of the new investment requirements of 
the Second Four- Year Plan. 

PRICES 

So far as prices were concerned, this problem was 
solved for the time being by the appointment of a 
Commissioner for Price Formation with far-reaching 
powers.^ 

THE SUPPLY OE LABOUR IN INDUSTRY AND 

AGRICULTURE 

The shortage, above all, of skilled labour, which 
was becoming acute in the metal and engineering 
industries, in building and in agriculture during the 

^ See Chapter IV, pp. 171-81. 
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latter part of 1936 was inevitably accentuated by tbe 
new Plan. 

As a result of the depression years there was found 
to be a serious lack of apprentices in the skilled 
sections of the engineering and building trades. One 
of the first decrees under the Plan made it obligatory 
on all firms in these industries employing more than 
ten persons to train apprentices according to a ratio 
of apprentices to skilled workers to be laid down by 
the Employment Board. Any firm whose circum- 
stances were such that it could not take on the appro- 
priate number of apprentices had to pay a levy to 
the Employment Board. By the end of 1937 there 
were in the metal industries 24 apprentices and in 
the building industry 16-5 apprentices for every 
100 skilled workers. The total number of apprentices 
in industry in general increased from 566,000 in the 
middle of 1934, or 4-5 per cent, of the total workers 
employed, to 857,000 in the middle of 1937, when they 
were 5-4 per cent, of the total number employed.^ 

Measures to increase the supply of apprentices could 
not, however, add to the number of skilled workers 
immediately available. Accordingly steps were taken 
to control the flow of such labour and to direct it into 
those employments which were of greatest material 
importance. Any firm taking on ten or more metal 
workers in a period of three months had to obtain 
permission from the Employment Board, and later 
on, in 1937, this requirement was extended to every 
individual new contract of employment. A priority 
list was established for the guidance of the Employ- 
ment Boards with the following order of importance : 
rearmament, food supply, expansion of domestic raw 

^ Report of Reichskreditgesellschaft for 1937-38, p. 38. 
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materials, export industry, and housing for the 
working-class population. During 1936 there had 
been a considerable increase in private house-building, 
especially of the middle-class type, and this was now 
restricted in order to economise both in labour and 
iron and steel. A systematic search was also made 
for all those who had had any experience in metal 
work or building or in agriculture, but who had gone 
into other occupations ; and special facilities were 
provided in the form of re-training and other encourage- 
ment to draw them back to their former trades. 
Particularly intensive efiorts were made in this con- 
nection to induce those who had once been engaged 
in agriculture to return to the land. 

The unnecessary turn-over of labour is also a factor 
of avoidable waste, and one of the decrees in 1936 
was aimed at diminishing its extent. Since 1935 every 
firm and worker has had to have a Labour Book,^ 
which contains his indmdual record, and without 
which he cannot obtain fresh employment. Under 
the new decree in four industries — iron and steel 
and engineering, building, brick-maldng, and agri- 
culture — employers are given the power to refuse to 
hand over to a wage-earner or salaried employee his 
Labour Book if the worker wishes to terminate his 
employment before the expiration of the normal term 
of notice tmder his contract of service. The worker, 
however, has the right of appeal to a Labour Court. 

PinaUy, in the spring of 1938, a much more drastic 
step was taken, for a decree was issued by Marshal 
Goering under which powers were taken to conscript 
labour from any of its existing employments for work 

^ The Labour Book has been of the utmost value to the German authori- 
ties in facilitating their control over the distribution of labour. 
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of urgent national importance, and these powers were 
in fact extensively used. 

Apart from the control of the distribution of labour 
there were other ways in which the effective supply 
of labour could be increased. It is true that by the 
end of 1937 the reserves of unemployed labour had 
practically vanished. Of the half miUion workers 
registered as unemployed, only 86,500 could be re- 
garded as fuUy employable and also mobile, while 

265.000 were employable but not mobile, and the 
remaining 160,000 were no longer fully employable. 
Even so, by the end of April 1938 the registered 
unemployed had fallen to 338,000. Even in 1937 
shortage of raw materials was stOl causing a certain 
amount of short time in the textile industries, and 
this was dealt with by depriving short-time workers 
in those industries of less than thirty years of age and 
without dependants of their right to unemployment 
relief, thereby putting pressure upon them to enter 
other occupations ; and by aUowmg firms to reduce 
the number of their employees to a level at which 
the remainder could be employed on a full-time basis. 
The main reserves of labour consisted, however, in 
women, in persons who previously had been working 
independently, and in immigration. In the early days 
of revival the Government, by marriage loans and in 
other ways, was successful in diverting many women 
from industrial and clerical employment,^ and all the 
forces of propaganda were broilght into play to show 
that woman’s place was in the home, and her maiu 
function the rearing of children. With the increasing 

1 Between 1932 and 1934 the number of men in employment rose by 

2.640.000 and that of women only by 290,000. In October 1937 women were 
30-74 per cent, of the insured population as compared with 33-26 per cent, 
in 1929. 
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scarcity of labour, however, the practical application 
of this policy has been revised, and women are now 
encouraged in every way to enter industry. At tbe 
end of 1937 it was announced that marriage loans 
would be granted even though the wife continued in 
employment, and in this field the more general social 
aims of the regime have been subordinated to the 
immediate necessities of the labour situation. The 
increase in female employment has hit particularly 
hard those who are dependent upon domestic servants, 
and an attempt was made in February 1938 to 
alleviate their lot by decreeing that in future no un- 
married female worker under twenty-five years of age 
might be permitted to take employment in certain 
occupations unless she could show that she had 
previously been employed for at least twelve months 
either in domestic service or on the land. 

Besides the larger use of female labour there were 
the other reserves in the form of postponement of 
retirement, immigration, etc. An estimate was made 
recently by the Business Eesearch Institute of the 
relative magnitudes of the difierent elements for the 
period August 1936 to August 1937. It found that 
the total increase of employment less the decline in 
unemployment was 640,000, and then analysed this 
figure as is shown in Table XVI. 

In the summer of 1938 it was stated by the 
EeichskreditgeseUschaft that “ There are, however, 
no longer any appreciable reserves still available to 
meet the shortage of labour 

There remain two other methods of increasing the 
supply of labour — the lengthening of the working 
day and the replacement of labour by machinery. 

^ Report for the first half of 1938, p. 41. 
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The first of these had almost reached its limits by the 
end of 1937, so far as the main investment goods 
industries were concerned, for the hours of work in 
these were already well in excess of eight hours per 
day. The general average of 7-68 for all industry 

TABLE XVI 

Analysis of Increase in Employment (New Entrants)^ 


Natural increase through changes in age structure of 

population ....... 170,000 

Increase due to postponement in retirement age . . 100,000 

Increased employment of female labour . . . 200,000 

Increase due to temporary immigration, the absorption 

of hitherto independent workers, etc. . . . 170,000 


Total . 640,000 


reflected the considerably lower working day in the 
consumption goods industries, especially leather and 
textiles (7-20 and 7- 18 hours respectively The 
apparent reserve here is therefore not great in the 
long run, though there was still some scope for an 
increase in hours as a short-run measure. There 
are much wider possibilities in the form of the 
greater mechanisation and rationalisation of processes 
so as to economise in the use of labour ; if it were 
possible to increase the productivity of labour by 
only two per cent, in a year, this would be equivalent 
to the output of 150,000 workers with an eight-hour 

^ Weekly Report of the Business Research Institute, Eebmary 23, 1938, 

p. 16. 

^ The following figures (in hours) show the changes in the average length 
of the working day in industry since 1928 : 

1928 1929 1932 1936 1937 March 1938 


7-66 7-67 6*91 7-59 7-68 


7-73 
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day. The actual increase in productivity in Germany 
during the last great rationalisation period of 1925 
to 1932 averaged as high as 3 per cent, per annum.^ 
But at the moment (summer 1938) there are obstacles 
in the way of rationalisation, owing to the full em- 
ployment of the engineering industries ® which did 
not obtain in the earlier period. 

In some ways the most critical, and certainly the 
most difficult, of the labour problems with which the 
German authorities have been faced in coimection 
with the carrying out of the Second Four- Year Plan, 
has arisen from the supply of labour to agriculture. 
Before the war there used to be over half a milhon 
immigrant labourers, mostly from Poland, who came 
into Germany every year to help with the harvest, 
and there was a large internal migratory population 
which was available at the period of peak demand 
in the sununer and autumn. The changed conditions 
after the war and since 1933 have largely diminished 
the supply from both these sources. 

This seasonal shortage has been dealt with to some 
extent by the introduction, though on a much smaller 
scale than before the war, of foreign labourers, 
especially from Italy (in 1937 the total number of 
seasonal immigrant workers was about 100,000), but 
mainly by using the Army, the Land and Labour 
Services, and various Party organisations. 

The major problem, however, is that of the “ flight 
from the land ” of the peasant and the agricultural 
workers. This is, of course, nothing new ; it is every- 
where a long-standing and natural concomitant of the 
growth of urbanisation. But in recent years it has 


^ Institut fiir Konjunkturforscliuiig, Vierteljahrsheft 3, 1937-38, p. 277. 
^ It is difficult to obtain delivery of orders for new machinery. 
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undoubtedly been accentuated in Germany by tbe 
very success of tbe general economic pobcy of re- 
covery, despite every endeavour to prevent it. 

Tbe wages of agricultural labour bave only sbgbtly 
been improved since 1932, and remain far lower than 
industrial wages. Even allowing for free board and 
lodging and certain incidental advantages of tbe land 
worker, be could not but regard bimself as poorly re- 
munerated at a money wage of 10 to 16 RM. a week, 
as compared with weekly earnings of workers in tbe 
building trades wbicb were frequently over 60 RM. a 
week, and in some exceptional cases in work on new 
factories in country districts, were known to reach 
as bigb as 120 RM. a week iu tbe summer of 1938. 

Changes in industrial technique within tbe last ten 
years bave lessened tbe length of training required 
for many kinds of relatively skUled operations and 
improved tbe chances of tbe non-speciabsed man of 
good average intelligence. Tbe pull on agriculture 
has been reinforced lately by tbe great demand for 
labour in tbe investment goods industries, wbicb can 
absorb additional workers without bmit and offer 
them continuous employment at relatively bigb wages. 
Between June 1933 and June 1937 tbe numbers 
employed in tbe metal industries rose from 934,000 
to 2,397,000, and those in tbe building industries from 

580.000 to 1,815,000. On tbe other band, in agri- 
culture tbe number of labourers and salaried workers, 
wbicb in 1933 was about 2-5 millions, bad fallen by 

168.000 by March 1938 ; it bad thus lost considerably 
more than tbe whole of its own natural increase during 
these years.i Tbe occupational census of 1933 showed 

^ The Rieichsbaiiernfuhrer stated at Goslau in the autumn of 1938 that 
the total flight from the land since 1932 (including women and family 
members) exceeded 700,000. 
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that there were at that time in addition 2 million 
independent farmers and 4-5 miUion family members 
engaged in agriculture. 

It will be remembered that one of the earliest and 
most radical measures of the National Socialist regime 
had been the passing of the Hereditary Farm Law in 
1937,^ under which some 650,000 farms, with about 
one-thhd of the agricultural population of Germany, 
were entailed from father to son. One result of the 
Law has been that the younger sons, to a greater 
extent than before, have been constrained to leave the 
land and seek their livelihood in other occupations, 
though some attempt has been made to prevent this by 
giving them priority in the occupation of new farms. 
Again it has been found that conscription, which 
takes the agricultural worker for two years from his 
home district and familiarises him with the life of 
cities and with entirely different living conditions 
from those to which he is accustomed, often un- 
settles him and makes him reluctant to return to 
farming. 

Since the inauguration of the Second Four- Year 
Plan the estabhshment of new raw material and other 
factories in country districts in the centre of Germany, 
largely on strategic grounds, has had a serious effect 
on the supply of local agricultural labour. At the 
same time, the eastern frontier districts of Saxony 
and Silesia, and East Prussia, where the economic 
revival has been least marked, have experienced a 
drain of labour into the rest of Germany. For a 
different set of strategic reasons this depopulation of 
the eastern frontier of Germany is highly unwelcome 
to the authorities, and new factories are actually 

^ See above, pp. 60-1. 
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being established there now, in spite of their greater 
Liability to enemy attacks in the event of war, in 
order to hold this movement in check. 

Despite all the powers at the disposal of the 
German State, it has not proved possible to stop the 
flight from the land. An attempt was made in 1934 
to check the excessive growth of the great cities by 
prohibiting the migration of country workers (both 
agricultural and industrial) to Berlin and to Hamburg 
and Bremen. By a more general measure, also passed 
in 1934, the permission of the Employment Boards 
was necessary before any one who had been engaged 
in agriculture in the preceding three years, could be 
taken on in any other than an agricultural occupa- 
tion. This has proved a useful measure, but its 
application has been limited by the dif&culty of 
refusing permission in many cases, when it would 
obviously be to the advantage of the applicant, and 
where the employing firm was in urgent need of 
labour and engaged on work of national importance. 
As in so many other aspects of the German economic 
system, two aims of policy are here in conflict with 
one another, and some compromise has to be found 
between the two. 

Probably the most hopeful and constructive hue of 
approach to the problem of agricultural labour shortage 
is to be found in attempts which have been made and 
are being made to increase the amenities of hfe on the 
land. In every village in the cormtry cinemas have 
been provided, and cabaret and other theatrical per- 
formances are organised on a very wide scale by 
Kraft durch FreudeP- There is stiU a great shortage 
of houses in agricultural districts, and much more 

^ See belo'w, p. 197. 
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could be done in tbe way of improving bousing con- 
ditions on tbe land. Tbe crucial diflS.culty of low 
wages is one that it is diflS.cult to solve directly.^ 
Indirectly, however, it can be tackled by increasing 
tbe productivity of agricultural labour, above all 
tbrougb increased mecbanisation. Tbe electrification 
of tbe countryside and tbe greater use of machinery 
would have tbe important additional advantage of 
diminishing tbe arduousness of many agricultural 
operations. 

What is aimed at is tbe rationabsation of agri- 
culture in tbe interests not merely of eflS.ciency, but 
also of improving tbe working conditions of those who 
five on tbe land. Again, where everything is tending 
to make tbe youth of tbe country “ machine-minded ”, 
it would be a great advantage if tbe country boy 
could find openings for bis mechanical bent in agri- 
culture itself. German agriculture, even on tbe large 
farms, is relatively less mechanised than agriculture 
in Great Britain, and there remains plenty of scope 
for development in this direction. An interesting 
step was taken in November 1937, when the Agri- 
cultural Estate introduced a system of training for 
agricultural labour which was designed to give tbe 
latter tbe recognised status of a skilled craft. Tbe 
plan envisaged a two years’ general course of instruc- 
tion in agriculture, followed by a two years’ special 
course, and leading up to a technical examination, 
on tbe lines of tbe “ master’s ” examination in 
force in tbe skilled handicraft occupations. In a 
country where status is as important as it is in Ger- 

^ The shortage of lahour is compelling the farmers to offer higher wages, 
and in 1936—37 the weekly earnings of many agricultural workers were about 
20 per cent, higher than in 1932-33. 
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many it is probable that this will do a good deal to 
raise both the self- and public-esteem of the agri- 
cultural worker. 

In general, then, the year 1937 has witnessed a 
state of almost full employment in Germany, and 
labour now appears as the principal, though not the 
only Hmiting factor in the expansion of output and 
economic activity. Economy in the use of labour has 
become the order of the day, and there is thus a 
fundamental transformation from the early days of 
the First Four- Year Plan, when everything was being 
done to encourage the additional employment of 
labour. 


INVESTMENT AND SAVINGS 

The pressure on the constructional industries, on 
iron and steel and engineering, was already great when 
the Second Four- Year Plan added to the demands of 
rearmament, housing, the motor roads and other 
great public works, the construction of enormous new 
factories for the manufacture of raw materials based 
on domestic supplies of such products as wood, coal, 
chalk, low-grade iron ores, etc. On the one side there 
arose problems of the allocation of labour, iron and 
steel, etc., which were dealt with by a great intensifica- 
tion of the rigour of State control through the new 
organisation set up to administer the Plan. With this 
aspect we have already dealt. On the other side, 
there was the financial question of how the capital 
funds required to finance the new enterprises were to 
be obtained. The Government made it known that 
they expected the risks to be borne by existing 
industries and a large part of the capital put up by 
them. The ban on new issues on the capital market 
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whicli had been almost complete until 1936 was re- 
laxed in that year, when bonds to the value of 47 
million EM. and shares to the value of 395 milhon 
EM. were issued for industrial purposes. Although 
in 1937 the share issues fell to 333 million EM., the 
issue of industrial bonds rose to 258 million EM. 
Apart from these issues, industry was required to 
finance its share of the new capital cost out of profits, 
i.e. to plough back imdistributed profits into invest- 
ment.^ At the beginning of 1938, Colonel Loeb, the 
head of the raw materials section of the Second Four- 
Year Plan organisation, stated that the firms under- 
taking the formation of the new enterprises under the 
Plan had contributed approximately 30 per cent, of 
the finance required. The capital market, by share or 
bond issues and by taking over loans, provided 50 per 
cent. A further 8 per cent, was provided by the banks 
and 12 per cent, by the State. To facilitate borrowing 
on the capital market, firms are encouraged to join 
together to form consortia, which can borrow on the 
collective security of aU their members, while the 
State in turn, in cases where the risks are great and 
initial costs of production high, has entered into con- 
tracts ranging from five to ten years, during which 
it guarantees to the firms concerned a price which 
ensures a reasonable profit after deducting costs and 
depreciation. The contracts further allow of a con- 
siderable increase of profits where the firms are able to 
lower their costs. 

An interesting special case of industrial capital 
finance was provided by the decision on April 1938 to 
raise the capital of the Hermann Goering Works for 

1 It has been estimated that for the five years 1933-37 the total amount 
of investment provided out of profits was 6 milliard RM. 
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the extraction and utilisation of low-grade iron ore 
from 5 million RM. to 400 million RM. Of the total, 
270 million RM. representing ordinary shares were 
taken over by the Reich itself, while the remaining 
130 million RM., in the form of 4^ per cent, pre- 
ference shares passed into private hands, part being 
allocated and part being subscribed in the open market. 

Considering investment as a whole, we find that 
gross investment increased from 13-8 milliard RM. in 
1936 to 15-5-16 0 milliard RM. in 1937, while net 
investment reached the very high level of 9-10 mil- 
liard RM. as compared with 7-6 milliard in 1936. 
The national income rose from 65-0 milliard RM. in 
1936 to 71-0 miUiard RM. in 1937 ; hence gross invest- 
ment which was 20- 1 per cent, of the national income 
in 1936 increased to 22-5 per cent, in 1937. This 
compares with 18-2 per cent, in 1928, the peak year 
of the last boom. Thus, for an increase of 2 miUiard 
RM. in gross investment, there was an increase of 6-0 
milliard RM. in the national income. 

The capital market as a whole developed on the 
same lines as in 1935-36. Three large loans were 
placed in 1937, the first consisting of 12-year bonds to 
the amount of 700 million RM., the second and third 
of 15-year bonds amounting to 800 million and 850 
million RM. respectively. These were followed by 
two more loans in the first half of 1938, the first con- 
sisting of 18-year bonds amoimting to 1,400 million 
RM. and the second (May 1938) of 20-year bonds 
amounting to 1,600 million RM. Of the loans issued 
from January 1937 to May 1938, as much as 3,600 
million RM. were issued for public subscription, or 
68 per cent, of the total, the remaining 32 per cent, 
being placed directly with savings banks, insurance 
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companies, etc. Looking back on tbe way in which 
public loans have developed since their first tentative 
issue in September 1935, it can be seen that from 
issue to issue the loans have increased in size ; they 
have followed one another more quickly in time ; 
they have increased in duration from 10-year bonds to 
20-year bonds for the latest issue ; and, lastly, an 
increasing share of the loans has been offered for 
public subscription instead of being directly placed. 
By May 1938 the total amoimt of public loans issued 
since the beginning of 1935 was 11-05 milliard EM., 
of which 6-2 milliards had been ofiered for public sub- 
scription. In addition to this very large volume of 
funding loans there was also a considerable amount of 
debt redemption ; including tax certificates, a total 
of 1-75 milliard EM. of Eeich debt was redeemed 
between March 1935 and March 1938. 

The Eeich Statistical Ofi&ce has compiled an 
estimate of the increase in private savings and hold- 
ings of cash by the general public since 1933, which is 
set out in Table XVII.^ 

One salient feature which emerges from this table 
is the small amount of savings invested directly by 
the savers in bonds or shares. Deducting the in- 
dustrial bond issues for 1937 of 258 million EM., it 
can be seen that of the 2,050 milli on EM. of Eeich 
loans offered for public subscription in that year, only 
781 milhon EM. had actually been subscribed by the 
public to the end of 1937. Again, of the total value 
of private houses and dweUmgs built in 1936 and 1937, 
which is estimated at 4 milliard EM., not more than 
1,475 millions were provided by private funds. Public 
funds accounted for only 375 million EM., while the 

^ Report of Reiciiskreditgesellschaft for tlie first half of 1938, p. 69. 
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remainder (2,150 million EM.) was provided tlirougli 
mortgage and savings banks, insurance companies 
and other financial institutions, amongst whicb build- 
ing societies figure but only to the extent of 165 

TABLE XVII 

Inceease IK Private Savings and Holdings oe Cash 


In Million EM. 



1933 

1934 

1935 

193G 

1937 

I. Long Term — 

1. Savings deposits : 






(a) with savings banks . 

660 

704 

1,005 

795 

1,435 

(6) with other banks 

-40 

253 

239 

289 

388 

2. Insurance:* 

{a) Life companies 

251 

286 

435 

433 

529 

(6) Social funds . 

139 

433 

455 

703 

873 

3. Security purchases : f 

{a) Bonds J . 

-328 

195 

103 

665 

1,039 

(6) Shares . 

91 

143 

156 

395 

333 

Total 

773 

2,014 

2,393 

3,280 

4,597 

II. Short Term — 

1. Bank deposits 

15 

1,059 

819 

1,239 

1,007 

2. Tax Certificates, 

Treasury bonds, 

“Special” bills, 

* 4 « 

710 

-356 

-162 

809 

756 

3. Cash holdings . 

73 

257 

408 

591 

535 

Total 

798 

960 

1,065 

2,639 

2,298 

I and II Total 

1,571 

2,974 

3,458 

< 

5,919 

i 

6,895 


* Increase in capital investments. 

t New securities placed with the public, i.e. not including increases in security 
holdings of banks, savings banks and insurance companies. 
t Including Eeich loans. 

million EM. It is evident that the saving pubhc in 
Germany prefers to have its money invested for it 
by financial institutions rather than bear the risks of 
a direct investment on its own account. This is 
probably mainly due to the long-run efiects of the 
great inflation of 1922-23, which destroyed the 
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accumulated money wealtiL of tte middle classes, and 
left few substantial private fortunes in Glermany. It 
is the small individual savings of the masses which 
account for a great part of the capital accumulation 
shown in the last table. 

The banks themselves (including the Reichsbank 
and other public banks, the savings banks and twenty- 
five important commercial banks) increased then 
security holdings from 3-5 milliard E.M. in April 1933 
to 9-2 milhard in April 1936, and 10-3 nulhard in 
April 1938. At the same time, private and social 
insurance bodies increased their security holdings from 
1-4 milliard EM. in April 1933 to 3-6 milhards in April 
1937, and to 4-1 milhards at the beginning of 1938. 
A very large part of these securities consisted of 
pubhc loans.^ 

The budget revenues of the Eeich continued to 
expand during 1937-38 and to provide the finance for 
an important part of long-term investment. 

The total tax revenue of the Reich rose from 11-5 
milhard in 1936-37 to 14-0 milhard EM. in 1937-38, 
as compared with 6-9 milli ards for 1933-34, and it is 
probable that there has been a large excess on income 
account above recurrent expenditure which could be 
used for investment purposes. 

If to the 14-0 m i l hard EM. for the Reich budget 
there be added about 4-0 milhard EM. of provincial 
and local taxes and 1-6 milhard EM. of unemployment 
insurance contributions, there results a total of 19-6 
milhard EM. or 27- 6 per cent, of the national income 
of 71 milli ard EM. in 1937. Nor was this aU, for there 
must also be taken into account the large contributions 

^ By a Decree of April 1938, social insurance funds are re(juired to hold 
not less than 50 per cent, of their resources in the form of Government losms. 
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from wage earners and employers in respect of health 
and invalidity insurance, the Labour Front and various 
other levies, and it is therefore not surprising that 
the balance of the national income available for con- 
sumption was not great, after income-receivers had 
set aside another 6 to 7 milliard RM. in the form of 
savings. 

THE EINANCE OF OUTPUT.^ 

Throughout 1937 and down to March 1938 working 
capital, and to some extent fixed capital investment, 
continued to be financed largely by bills. The total 
bill holdings (chiefly “ special ” bills) of the Reichs- 
bank, savings banks, commercial banks, etc., ex- 
cluding acceptance liabilities and the Solawechsel of 
the Gold Discount Bank, amounted to 10-8 milliard 
RM. at the end of 1936. A year later they had risen 
to 13-8 milliard RM. Comparing the end of 1932 with 
the end of 1937, there had been a rise of 9-5 milliard 
RM. in the total holdings of bills by the banking 
system. This does not, however, comprise the whole 
of the bill holdings of the economic system, for the 
b ills in possession of private bankers and of industrial 
and commercial firms are not included. It has been 
estimated by a competent German authority ® that 
the total amount of “ special ” bills at the end of 1937 
was 12 to 13 milli ard RM., giving an aggregate of 
16 to 17 milliard RM. for aU bills at that date.® 

Despite the increase in investment in 1937 due to the 

^ For a more comprehensive account of the finance of the German 
recovery, the reader is referred to an article by T. Falogh, “ The National 
Economy of Germany ”, Economic J ournal, September 1938, which appeared 
when this book was almost completed. 

2 K. A. Herrmann, in Deutsche Wirtschaftszeitung, April 28, 1938. 

The commercial bill holdings of the banking system alone amounted to 
6-3 milliard RM. 
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Second Four-Year Plan, the rate of growth of bill hold- 
ings in that year was slower than in 1936, the increase 
in 1937 over 1936 being 21-7 per cent, as against an 
increase of 26 per cent, in 1936 over 1935. This is to 
be explained partly by the large amount of long-term 
loans placed on the capital market, and partly by the 
increasing volume of investment financed by industry 
out of profits and by funds drawn from budget 
revenues. Some indication of the change-over which 
was taking place in 1937 from bill finance to security 
finance can be obtained from the following table,^ 
compiled from the balance-sheets of the commercial 
and savings banks together with the State {Lander) 
and provincial banks and Clearing Associations. 


TABLE xvni 

Changes in Bill Holdings of Banks, 1933-1938 



Average Annual Increase (in hlillion RM.) 


April 1933-April 1938 

April 1937-April 1938 

Increase in bills . 

+ 773 

+ 224 

Change in Treasury 
bills 

+ 77 

-89 

Increase in securities 
(especially Reich 
loans) 

+ 1,312 

+ 2,031 

Decline in loans and 
advances 

-277 

- Ill 


A closer analysis of the original figures shows that 
the whole of the increase in bills was in the State and 
provincial banks and Clearing Associations, and that 
the bill holdings of the commercial and savings banks 
actually declined between April 1937 and April 1938. 

By the beginning of 1938 it was nevertheless be- 
coming clear that the use of bills as a means of 

^ Report of Reicliskreditgesellschaft for the first half of 1938, p. 62. 
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financing investment, except in tlie form of short- 
term, self-liquidating loans for working capital, was 
reaching its limit. Full capacity had been attained 
over a considerable part of the industrial field, and 
further expansion of credit was likely to have a serious 
inflationary efiect on the price level. In the case of 
the Eeichsbank and Gold Discount Bank, which 
together determine the volume of central bank money, 
the holding of commercial bflls (“ special ” and other 
bills) increased by nearly 20 per cent. — from 5-7 
milliard EM. in April 1937 to 6-8 miUiard EM. in 
April 1938. 

It is true that the figures of the growth of the 
volume of money alone do not, at first sight, appear to 
bear out the conclusion that there had been a monetary 
inflation during the great period of economic revival 
from 1933 to March 1938. Thus the circulation of 
notes and coin increased only by 33 per cent, between 
February 1933 and February 1938, whereas the 
national income increased by 52 per cent, between 
1933 and 1937 ; while, if we take the gross figures 
for total wages and salaries in the first three months 
of 1933 (6-1 milhard EM.) and compare them with 
the corresponding figures for the first three months 
of 1938 (10 milhard EM.) we find an increase of 64 
per cent. There can, of course, be no doubt that the 
velocity of the cash circulation had much increased 
during these five years, though accoimt must also be 
taken of the growing amount of gross income drawn 
ofl in taxation and of the rise in savings. 

Much more important, however, than the circula- 
tion of cash in the narrower sense of the term, is the 
amount and, above all, the rapidity of circulation of 
credit. There are no satisfactory figures which show 
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the total volume and turn-over of banking credit, but 
the best index, the total of Reichsbank giro clearings, 
which had fallen from 347-4 milhard RM. in 1928 to 
251-8 milhard RM. in 1933, rose to 426-8 miUiard RM. 
in 1937 ; at this latter date it was approximately 80 
milhard RM. more than in the last boom year of 1928. 
During the first three months of 1938 these clearings 
were 17-9 per cent, higher than in the corresponding 
period of 1937, and 86-2 per cent, higher than iu the 
first three months of 1933. While it was doubtless 
true that the velocity of circulation of bank credit 
was low in 1933, which was still a depression year, 
it was almost certainly greater in 1937-38 than in 
1936-37. 

It was these latter figures, combined with the grow- 
ing inelasticity of the short-period supply curves of 
industrial products, which led to a most important 
change in financial policy in the spring of 1938. The 
German Government announced through Dr. Schacht 
that, as from April 1, 1938, no new “ special ” bills 
should be issued. Thus the era of pre-financmg 
{Vorfinanzierung, as the Germans call it) was brought 
to an end, and it was declared that the finance of new 
investment must be met in future out of the tax 
revenues of the Reich and out of long-term issues 
placed on the capital market. As an interim measure, 
to tide over the period of transition from the old to 
the new method of finance, the Minister of Finance 
was empowered to issue six-monthly “ delivery bills ” 
{Lieferschatzanweisungen) for payment of public con- 
tracts. The intention was that the volume of these 
bills outstanding should not be larger than could be 
folly repaid on maturity without the need of pro- 
longation. The new biUs were not to be eligible for 
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re-discount with the Reichshank, though they could 
serve as cover for Reichshank loans, and they were to 
carry interest at 3 per cent. Their amount also was 
to he published regularly. The significance of this 
change can hardly be over-stressed. It meant the 
official recognition of the fact that new incomes and 
savings could no longer, as in the past, be created 
as a result of the creation of additional money, and 
that for the future the role of money in the capital 
market must be limited to acting as the mechanism 
for the transfer of savings to the investment market. 
Henceforward, and so long as these conditions should 
last, the German economic system was to function 
according to the “rules of full employment”.^ It 
should be noted, however, that the new system of 
financing was devised and aimounced before the an- 
nexation of Austria and before the intensification of 
rearmament owing to the European tension over the 
dispute with Czechoslovakia.^^ 

^ For a discussion of this and allied topics, see below pp. 214-5, 234-5, 
251-70. 

® The unforeseen and highly abnormal situation, which then developed so 
rapidly, upset all the financial calculations on which the scheme had been 
based. Far more “ delivery bills ” had to be issued than had been expected, 
and by September 1938 their issue amounted to 2 ^ milliard RM. Of these 
approximately 2 milliard RM. had been absorbed by the banking system, 
whose deposits rose by 1^ milliard RM. In order for this to be possible the 
banks by the end of August had been compelled to borrow 600 million RM. 
from the Reichsbank, but the crisis of September caused them to deposit 
bfils with the Reichsbank in that month alone to the extent of a further 
1 J milliard RM. However, during the first three weeks of October 1938 the 
Reichsbank was able to decrease its holding of bills and other assets by no 
less than IJ milliard RM., or by nearly 90 per cent, of the peak level of 
September, in spite of the fact that another Reich loan of 1,850 million RM. 
was successfully placed on the market during that month. It was also 
possible to redeem 400 miUion RM. of “ delivery bills ” issued in March, 
and which fell due in September. With the end of the crisis, and having 
regard to the continued expansion of the national income and the tax 
revenue, it would be possible to return to the original basis of the scheme 
and to avoid further large-scale expansion of central bank credit, provided 
that outlay on rearmament is kept within bounds. 



130 THE ECONOMIC RECOVERY OF GERMANY, 1933-1938 chap. 


THE PROBLEM OP INDEBTEDNESS 

The foregoing account of the finance of investment 
and output shows that there has been a continuous 
and rapid increase in the aggregate indebtedness of 
the G-erman State, and the question arises whether 
this has been so great as to constitute a menace to the 
financial stability of the system. 

The volume of indebtedness of a country must 
clearly be considered in its relation to the size of the 
national income measured in money ; while for pur- 
poses of comparison it can be related to the amount 
of indebtedness at earlier periods, and, with due 
caution, to the indebtedness of other countries. 

Before the war of 1914 the German national income 
was 45-7 milliard marks, and the public indebtedness 
(Reich, States and local authorities) was 32- 6 milliard 
marks. At the end of the war it was 120 milliard 
marks, but all this was wiped out by the great infla- 
tion, except for 6-5 milliard RM. of public debt which 
was re- valorised after the stabilisation of the currency. 
The interest on the re- valorised debt was only 300 
milli on RM. per annum, whereas, in the absence of 
further inflation in 1919 and subsequent years, the 
interest on the pre-war and war debt would have 
been 6 milhard marks per annum. By March 1931, 
when the national income was 57-5 milliard RM., the 
pubhc debt of Germany amounted to 25 milliard RM. 
Since that time the officially recorded debt has grown 
to approximately 32 milliard RM. in 1937. In addition 
to this there is an unknown amount of unrecorded 
public debt owing to the issue of bills to finance em- 
ployment and public investment. It seems improb- 
able, however, that their total at the end of 1937 
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could exceed 15 milliard EM. as an upper limit. This 
would give a total of the order of 47 milliard EM. for 
aggregate public indebtedness as compared with a 
national income of 71 milli ard EM. The German 
figure seems modest beside the £8,000 milli ons (160 
miOiard EM.) of the British pubhc debt, to which 
must be added, to make it comparable, some £1,500 
million of local iadebtedness as well. It must be 
remembered also that an appreciable part of the 
new public indebtedness is productive,^ and that the 
virtual suppression of the private capital market dur- 
ing these years has meant that pubhc indebtedness 
on long-term capital account has taken the place of 
private indebtedness. In view also of the fact that the 
new “short-term ” debt is reaUy a long-term debt, siuce 
the Government can decide when it will pay off, there 
can be httle doubt that the total size of the pubhc 
debt was not a serious factor in the German economic 
situation at the end of 1937. The growth of interest 
charges, as the debt increases is, of course, a burden 
on the budget and there is some evidence that this was 
beginning to affect financial pohcy early in 1938.® 

THE HATE OE INTEREST 

As a result of the increasing liquidity of the whole 
system down to March 1938,® there was no diflhculty 
in stabihsing the long-term rate of interest at approxi- 
mately 4| per cent, for pubhc bonds and 5 per cent, 
for industrial bonds ; the price of 4j per cent, pubhc 

^ See below, pp, 235-9- 

® Cf. the fact that the new “ delivery bills ” are only to yield 3 per cent, 
in contrast to 4 per cent, in the case of the “ special ” bills. 

^ The cessation of the issue of “ special ” bills at the end of March 1938 
was likely to diminish liquidity, although the Reichsbauk had power to oSset 
this effect by making open-market purchases of securities if it so desired. 

K 
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bonds was 98-1 for the average of 1937, and 99-7 in 
May 1938, while the corresponding prices of 5 per 
cent, industrial bonds were 101-8 and 102-5. In the 
short-loan market the Eeichsbank re-discount rate 
remained unchanged at 4 per cent., at which it had 
stood ever since September 1932. The private dis- 
count rate, which had been 2-96 per cent, for the 
average of 1936, and 2-91 per cent, for the average of 
1937, fell shghtly more to 2-88 per cent, in May 1938. 
Call money showed a rather greater fall since 1936, 
the corresponding rates being 3-18 per cent., 2-9 per 
cent, and 2- 63 per cent. When it is remembered that 
the demand for capital for investment purposes was 
probably more intense during 1937 and the first half 
of 1938 than it had been at any other period since the 
war of 1914-18,1 and that a state of virtually full 
employment had been reached, the success of the 
pohcy of maintaining low interest rates must be 
regarded as a remarkable achievement. 

It may be said, of course, that in comparison with 
England and the United States, a long-term rate of 
4-1 per cent., as measured by the yield of pubhc 
bonds, is a high one. This is true, and the desirability 
of its reduction is one of the most frequently discussed 
matters m the German economic Press. Technically 
speaking, there can be no doubt that it is wi thin the 
power of the financial authorities now to lower it to 
4 per cent, or even less if they wished to do so. But 
the whole bankiug system has become adjusted to a 
4j per cent, rate, and the banks, savings banks, co- 
operative and insurance societies, would have difiiculty 
in covering their costs and makmg a profit if the 

During tlis boom year 1928 call money stood at 6*7 per cent, and tbe 
private rate of discount at 6-5 per cent. 
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return on their vast holdings of securities were re- 
duced. Moreover, under existing conditions, with the 
important exception of worldng-class housing and 
some branches of agriculture, the prospective return 
on investment is for the most part above the rate of 
interest, so that private investment has to be curbed 
and restricted. A fall in the rate would not, therefore, 
serve a useful purpose in stimulating the further 
increase of investment. Again, the Government is 
still placing very large loans on the market, and its 
policy now as in the past is directed to the stabilisation 
of interest rates. A fall in the long-term rate would 
exert a disturbmg influence in the capital market, and 
it would be a matter of speculation what efiect it 
would have upon the volume of individual saving 
which it is desired to keep as large as possible. A 
lowering of the rate would also have the practical 
disadvantage in the absence of conversion of briuging 
the great block of existing bonds above par, thus in- 
volving the investor in greater risk of loss than if he 
were buying below par. The argument in favour of 
a reduction is based chiefly on the desirabihty of a 
lower rate of interest in house construction and on the 
benefit to the finances of the Eeich if it could borrow 
at less than 4^ per cent. So far as housing is con- 
cerned it is probable that this can best be dealt with 
by direct State intervention and, if necessary, by sub- 
sidising working-class housing. The Reich, on its side, 
would not benefit much immediately from a lower 
rate, unless it were to proceed at the same time 
to convert its existing loans to the new rate.^ It is 

^ The first of the consoKdation loans was issued in 1935 in the form 
of Treasury Bonds to run for 10 years, hut the latest issues in 1938 are for 
20 years. 
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unlikely therefore that there will be a fall in the interest 
rate for some years to come, but circumstances may 
well arise later on which will make such a step ad- 
vantageous.^ 


PEODUCTION 

With the growth of investment there went a large 
increase in the volume of production, in spite of the 

TABLE XIX 

Gross Value of Consumptioit Goods Output ^ 


Milliard RM. 

1936 1937 

Manufactured foodstuffs, beverages, tobacco, etc. 

16'0 

17-0 

Textiles ....... 

6-5 

6-8 

Clothing ....... 

2-7 

2-9 

Furniture ....... 

0-9 

1-0 

Miscellaneous (boots and shoes, leather goods. 



utensils, etc. ...... 

2-0 

2-3 


28*1 

30-0 


fact that output was now straining at the hmits of 
capacity of many industries. The Germans in fact 
noted with surprise that output in some cases rose 
above 100 per cent, of what, on existing methods of 
reckoning, had been regarded as representing full 
capacity. Taking 1928 as 100, the total index of pro- 
duction rose from 107-8 in 1936 to 118-8 in 1937, and 
to 124-6 in March 1938, while the index for production 
goods alone rose from 112-9 to 126-0 and 131-0 for the 
same periods. As before, the output of consumption 
goods lagged far behind the expansion of production 


^ See below, pp. 260-1. 

2 Report of Reichskreditgesellschaft for 1937-38, p. 13. 
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goods, but also showed a considerable increase. The 
corresponding figures for consumption goods were 
95-6 in 1936, 101'5 in 1937 and 109-3 in March 
1938. 

In 1937 the output of consumption goods industries 
in terms of volume was very shghtly above the volume 
in 1928, but considerably less in terms of values at 
1937 prices, owing to the faU in prices since 1928. 
Comparing 1937 with 1936 the change in the gross 
value of consumption goods output can be seen in 
Table XIX. 

In 1937 the total value of aU industrial production 
was 75 milliard EM., so that in that year production 
goods accounted for 45 milhard RM. This compares 
with 48 milhard RM. for production goods and 37 
milhard RM. for consumption goods in 1928.^ 

The analysis just given of gross output for 1925 
and 1937 does not, however, fuUy reveal the remark- 
able extent to which the production goods industries 
in recent years have outstripped the consumption 
goods industries in the process of recovery. The 
abnormal character of the present expansion is 
brought out more clearly if it is compared with the 
previous revival of 1926-29 : 

^ Report of Reichskreditgesellscliaft for 1937-38, p. 4. It may be noted 
that in October 1928 the wholesale prices of production goods (1913 = 100) 
stood at 138-6, and of consumption goods at 176-1. The corresponding 
figures for October 1937 were — production goods, 113-1, and consumption 
goods, 135-6. 


[TABLE XX 
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TABLE XX 

Peopobtiohal Change in Output op Peoduction and 

Consumption Goods ’• 



(a) 

Proportional Change 
in Output of Pro- 
duction Goods 

(b) 

Proportional Change 
in Output of Con- 
sumption Goods 

(c) 

Ratio of (a) to (b) 


Per Cent. 

Per Cent. 


1926-29 

+ 58 

+ 43 

100 : 70 

1929-32 

-56 

-29 

100 : 50 

1932-37 

+ 172 

+ 39 

100 : 23 


For the last period, 1932-37, a similar comparison, 
based on the employment figures in industry and 
handicrafts, as set out in Table VI * in the Statistical 
Appendix (p. 278), shows results of the same order 
of magnitude : 

TABLE XXI 

Peopoetional Change in Employment in Peoduction and 

Consumption Goods Industeibs 



(a) 

Proportional Change 
in Employment in 
Production Goods 
Industries 

(6) 

Proportional Change 
in Employment in 
Consumption Goods 
Industries 

(c) 

Ratio of {a) to (&) 


Per cent. 

Per cent. 


July 1932 to 
July 1937 

150 

40 

100 : 27 


During the whole period of revival two opposing 
forces were afiecting productivity per head. The first 
of these was the technical improvements, which were 
being carried into efiect and supplemented by the fall 
in average costs per unit of output as firms moved 
nearer to full capacity. The second was the growth 
in the numbers of employed workpeople, an increasing 

^ The figures for 1926-29 are derived from data given in the Vierteljahrs- 
Jieft of the Institut fiir Konjunkturforschung, 1935, Heft 1, Teil A, p. 41 ; 
vrhile the figures for 1929-32 and 1932-37 are based on Table XXXVI 
(p. 205 below). 
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number of wbom consisted of women or of older men 
and others whose efficiency was below that of the 
majority of those previously in employment. On the 
whole the former of these two forces outweighed 
the latter, with the result that the average productivity 
of the industrial worker is estimated to have been 
10 per cent, higher in 1937 than in 1933. It is this 
increase in productivity, combined with the absorption 
of the whole working population of the country into 
active production, which explains how it comes about 
that Germany has been able to carry out such an 
immense volume of investment (productive and un- 
productive) ; to maintain a large army, labour service, 
etc. ; and yet on balance to raise the level of the 
standard of living as compared with that of 1933. 

AGRICULTUBE 

To the agricultural sector a very important role 
was allotted in the Second Four-Year Plan. The aim 
was to make Germany completely self-sufficing for 
the supply of foodstuffs, and at the same tune to 
increase largely the domestic output of agricultural 
raw materials. To some extent these two objectives 
were conflicting — the rise in the production of flax 
from 5,400 tons in 1934 to 33,900 tons in 1937, and 
of hemp from 200 tons to 4,200 tons in the same period, 
was obviously at the expense of foodstuffs which 
could otherwise have been grown on the land with 
the labour employed on its cultivation. Labour, even 
more than land, was in fact the limiting factor in 
agricultural production in 1937-38. However, the 
acreage under flax and hemp was very small in relation 
to the total cultivated area under food, and as the 
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increased output of flax meant tliat Grermany in 1937 
could produce two-thirds of her requirements at home 
as compared with only one-tenth in 1934, the sacrifice 
was worth making from her point of view. 

The new “battle of production” inaugurated under 
the Second Four-Year Plan was conducted on the 
following lines : 

Firstly, one milhard marks was allocated for the 
years 1937 to 1940 for land improvements, such as 
draining and reclamation of waste lands, by means 
of which it was hoped to improve 2 milhon hectares 
(5 milhon acres). As it was estimated that 370,000 
hectares had been withdrawn from agriculture since 
1933 for public purposes such as roads, buildings, etc., 
the need for adding to the available supply of culti- 
vated land was urgent. 

Secondly, by cheapening the price of artificial 
manures it was hoped (with success) to increase the 
use of fertihsers, and thus encourage the more intensive 
cultivation of the soil. At the same time considerable 
sums were allotted by the Reich in the form of medium- 
term credits to facihtate the purchase of fertihsers, 
agricultural machinery, etc. 

Thirdly, a very thorough and widespread campaign 
was started throughout the villages and farms of the 
countryside to raise the average standard of cultiva- 
tion to the level of the best farmers. Vigorous 
pressure was brought to bear on those whose methods 
were backward, and in the case of “ hereditary faTtvis ” 
peasants were sometimes dispossessed of their holdings 
and the farm entrusted to the next heir if they con- 
tinued to farm badly. Special attention was further 
devoted to the avoidance of waste through the rotting 
of foodstuffs, and by expert advice and with the aid 
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of subsidies tbe construction of silos was greatly- 
extended. 

Fourthly, by a suitable price policy the cultivation 
of potatoes and sugar beet was encouraged in place 
of more uncertain or less useful crops, such as beetroot 
and mangel-wurzels. The price of rye also was raised. 

Fifthly, owing to bad weather conditions the cereal 
harvest of 1936-37 had been a poor one, with the 
result that the carry-over of grain had fallen to a 
dangerously low level by July 1937. Accordingly 
drastic dehvery obhgations were im posed on all 
farmers and landowners in respect of all harvested 
bread-cereals, the only exceptions being the require- 
ments for seed and for consumption on the farm. 
Hea-vy penalties were threatened in the event of non- 
fulfilment. Already at the end of November 1936 
distillers had been forbidden to use wheat and rye for 
distilling purposes, and in July 1937 the feeding of 
bread-cereals to animals was prohibited.^ In previous 
years as much as 2 to 2|- million tons of rye had been 
used as animal fodder as compared -with about 5 
milhon tons for human consumption, while in the 
case of wheat between 400,000 and 600,000 tons had 
been used for fodder as compared -with an average 
yearly demand for human consumption of 5 milli on 
tons. It was sought to make good the deficit in fodder 
for the hvestock farmers by increasing the import of 
maize and barley (cheaper products than wheat to 
import), by using part of the abundant potato crop 
for forage purposes, and by extending the acreage 
under clover, lucerne and meadow hay. Nevertheless 


^ As a result of these measures the visible stocks of bread-cereals rose 
from 1,800,000 tons in May 1937 to 3,000,000 tons in May 1938, while fodder 
grains (oats and barley) increased by 400,000 tons. 
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there was a considerable decline in the number 
especially of young and breeding pigs which augured 
a shortage of bacon and pork in the winter of 1938 - 39 . 
The supply of cattle was less afiected by the fodder 
shortage and it was possible to maintain and even 
increase their numbers, but an unfavourable factor 
was the outbreak of foot-and-mouth disease in the 
latter part of 1937 . In the middle of June 1938 , 
67,367 farms were afiected by the disease, or about 
2 per cent, of the total number of farms in Germany 
(but a much higher percentage of the livestock farms), 
and the disease then showed no signs of abating. 

The reduction in the number of pigs was serious 
from the point of view of the supply of fats, the most 
critical part of the whole German food problem. The 
butter shortage in Germany, to which so much atten- 
tion has been paid in the Press in recent years, has 
not been due to a decrease in the production of butter 
— on the contrary domestic supplies of butter in- 
creased from 452,000 tons in 1935 , to 496,000 tons in 
1936 and 521,000 tons in 1937 . The figures for im- 
ports of butter were 71,000 tons in 1935 , 75,000 tons 
in 1936 and 87,000 tons in 1937 . It would, of course, 
have been possible to remedy the shortage by in- 
creasing imports still further, but this would have 
been at the expense of other imports of other foodstuffs 
or raw materials which were adjudged more important. 
Pigures given elsewhere ^ show that the average con- 
sumption of butter per head in the last boom year 
( 1929 ) was 8-0 kg., as compared with 8-9 kg. in 1937 . 
Meat as a whole was 44-9 kg. in 1929 as against 45-9 kg. 
in 1937 . On the other hand the consumption of lard 
fell from 8-2 kg. to 8-1 kg., and of margarine from 

^ Cf- p. 207. 
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7-0 kg. to 5-4 kg. The decline in the consumption of 
margarine was due initially to restrictive measures 
imposed in 1933 in the interest of the home producers 
of butter, which were maintained later owing to the 
shortage of foreign exchange. That the consumption of 
margarine was as high as 5-4 kg. in 1937 was the result 
mainly of the expansion of the German whaling fleet. 

It is impossible to say how much success the new 
measures under the Second Four- Year Plan are lik ely 
to meet with, but the difficulties are certainly for- 
midable. So long as industrial activity remains as 
high as in the first half of 1938 there can be no question 
of getting more labour on to the land ; the most that 
can be hoped for is to check the rate of migration off it. 
Moreover, diminishing returns were setting in in many 
branches of agriculture in the second half of 1937, 
while most costs were rising, especially wages, building 
costs, repairs to machinery, etc. The prohibition of 
the fodder use of bread-cereals also was a severe blow 
to the most profitable side of agriculture — animal 
husbandry — though this is not necessarily a perma- 
nent measure. 

The general trend of agricultural production in 
recent years can be seen from the tables on pp. 142 
and 143. 

It must be borne in mind in considering cereal 
yields that 1933 was an exceptionally good harvest 
year for cereals, while — owing to weather conditions — 
the harvests since then were average or inferior until 
the 1938 harvest. The acreage under wheat has also 
been reduced appreciably since 1932, owing to the 
withdrawal of marginal land which was more suitable 
for other crops. 
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TABLE XXn 
German Crop Yields ^ 




In Thousand Metric Tons 



1933 

1934 

1935 

1936 

1937 

1938* 

Wheat (including 

spelt) 

5,765 

4,676 

4,790 

4,523 

4,570 

5,500 

Rye . 

8,727 

7,608 

7,478 

7,386 

6,920 

8,460 

Total bread- cereals 

14,492 

12,284 

12,268 

11,909 

11,490 

13,960 

Forage cereals 
(oats, barley. 

etc.) 

11,136 

9,332 

9,719 

9,956 

10,710 

11,700 

Potatoes 

44,071 

46,781 

41,016 

46,324 

55,310 

50,310 

Beet . 

8,579 

10,394 

10,568 

12,096 

15,700 

14,970 

Turnips 

30,717 

33,805 

34,711 

37,826 

40,540 

35,320 

Clover, lucerne . 

10,599 

8,698 

9,514 

12,362 

10,710 

11,070 

Meadow grass 

22,237 

17,726 

23,667 

27,818 

26,770 

25,360 


♦ 

Provisional figures. 





TABLE XXIII 

German Livestock: Figures ^ 

December 31st figures 



In Thousands 


1913 

1935 

1936 

1937 

Cattle : total 

18,474 

18,938 

20,088 

20,469 

Dairy cattle . 

9,973 

10,067 

10,247 

10,324 

Horses . 

3,807 

3,390 

3,410 

3,430 

Pigs 

22,633 

22,827 

25,892 

23,805 

Sheep . 

4,988 

3,928 

4,341 

4,684 

Goats . 

3,164 

2,501 

2,634 

2,618 

Poultry 

63,970 

86,084 

88,423 

85,498 


1 Report of ReichskreditgeseUschaft for 1937-38, p. 25, and Wirtschaft 
wnd StatisHTc, 1938, Nos. 18 and 20. 

® Report of Reichskreditgesellscliaft for the first half of 1938, p. 31. 
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TABLE XXIV 


Land Utilisation^ 




In Thousand Hectares (1 hectare = 

2*47 acres) 


1932 

1933 

1934 

1935 

1936 

1937 

1938 

Total area under 

cultivation 

. 29,370 

29,365 

29,348 

28.752 

28.747 

28.742 


Acreage under : 

Winter rye 

4,383 

4,459 

4,424 

4,487 

4,457 

4,096 

4,204 

Summer rye . 

67 

65 

67 

67 

57 

60 

' 59 

Winter wheat . 

1,976 

2,028 

1,889 

1.924 

1.925 

1.754 

1.847 

Summer wheat 

and spelt 

419 

403 

412 

263 

228 

286 

247 

Winter barley . 

246 

271 

306 

388 

436 

439 

517 

Summer barley 

1,322 

1,315 

1.324 

1,219 

1,200 

1,275 

1,156 

Oats 

3,285 

3,182 

3,146 

2,798 

2,778 

2,845 

2,697 

Mash cereals . 

366 

372 

393 

522 

518 

595 

591 

Early potatoes 

253 

245 

237 

132 

134 

130 

135 

Winter potatoes 

2,626 

2,644 

2,670 

2,638 

2,658 

2,758 

2,758 

Beet 

276 

311 

368 

388 

400 

455 

502 

Turnips . 

821 

832 

852 

861 

853 

855 

815 

Woods and forests 

. 12,766 

12,780 

12,790 

12,948 

12,918 

12,914 

12,939 

Buildings and yards 

646 

653 

662 

791 

809 

830 

922 

Boads and railways 

• • • 

• • 

• • 

* * 

1,481 

1,488 

1.503 

Cemeteries, parks, 

playing fields, etc. 

« • • 

• • 

■ ■ 

■ • 

287 

328 

407 


The German Statistical Office has estimated that, 
after allowing for imported feeding stuffs, Germany’s 
domestic production of food, measured in terms of 
calories, was 82 per cent, of her total requirements in 
1936, as compared with 80 per cent, for the average 
of the years 1909 and 1913. 


AGRARIAN REFORM 

Down to the present time National Sociahst policy 
in regard to land tenure and ownership, with the big 
exception of the Hereditary Farms Law, has been 
characterised by a conservation caution. The Govern- 
ment has contented itself with continumg and at first 
expanding, though not on a very great scale, the 
settlement of new farms and rural communities on 


^ Figures supplied by the Reichskreditgesellschaft. 
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the basis of the Reich Settlement Law of 1919. Under 
this Law the State had been empowered to purchase 
land on which to settle new colonies of peasant pro- 
prietors. Between 1919 and 1932 the average annual 
acquisition of land for settlement was about 160,000 
acres, the bulk of which came from the break-up of 
large estates in eastern Germany. But there was no 
compulsory acquisition, and most of the land was 
bought (over 70 per cent, in 1936) in the open market ; 
while the remainder came from owners who handed 
over land for settlement, and from bankrupt estates on 
which the mortgagees had foreclosed to recover their 
loans. Under the Hitler Government the purchase of 
land for this purpose rose to 364,000 acres in 1934, 
but diminished somewhat in 1935 and 1936, and was 
as low as 160,000 acres in 1937. Various factors 
contributed to this : the greater prosperity of agri- 
culture diminished the number of estates that were 
broken up ; the rise in the value of land (397 RM. 
per acre in 1929, 256 RM. in 1932 and 396 RM. in 
1936) made purchase more costly ; and land was 
needed for other more urgent purposes. In 1937 
there were only 1,785 new peasant farms established 
with an area of 73,000 acres, or about half the cor- 
responding figures for 1936, although the settlement 
companies in 1937 had nearly 250,000 acres of land 
in their possession. One of the principal difl&culties 
has been the rise in building costs — a peasant farm 
with stabling and barns which had cost 10,000 RM. 
to construct in 1934, cost 16,000 to 19,000 RM. in 
1937. 

In the summer of 1938, however, the Government, 
looking forward to a time when the pressure of public 
construction was likely to be less, passed a law 
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abolislimg all entails on property in Germany (except 
the peasant farms under the Hereditary Farms Law) 
as from January 1, 1939. At the beginning of 1938 
there were 686 entailed estates with an area of nearly 
2,200,000 acres, representing about half the agri- 
cultural land in holdings above 475 acres in size. 
It is expected that a great deal more land wiU in 
future become available for peasant settlements, since 
many of these estates are hkely to come into the 
market as soon as the entail restrictions are removed. 
The passing of this measure constitutes a victory for 
that part of National Sociahst opinion which is 
opposed to the big landed interests, and which wishes 
to replace the large estates by smaller units. 

HOUSING 

The period from 1924 to 1930 had been one of 
intense housing activity,^ but owing to high building 
costs and interest rates of from 7 to 9 per cent, it was 
mainly financed by pubhc funds, and even so the bulk 
of the houses were rented too high for working-class 
famihes. In the slump year, 1932, there was the 
anomalous position of 150,000 empty dwellings side 
by side with a great shortage of working-class housing 
— there were then over one million households which 
had not a separate dweUing to themselves. The new 
regime encouraged house-building on a considerable 
scale with the aid of partial subsidies and a good deal 
of direct construction. Nevertheless the housing 
shortage continued to grow owing to the increase in 
the number of marriages and the growth of the 

^ In 1928-30 fully 300,000 dwellings (mostly flats, not separate houses) 
were completed each year. 
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population. Tlie development in this respect can be 
seen in Table XXV : 


TABLE XXV 

Incehase oe Dwellings in Relation to Inceease 

OF Households ^ 




In Thousands 


Anticipated 

Net Increase 
of Households 
(1) 

Actual 

Net Increase 
of Households 
(2) 

Net Increase 
of Dwellings 
(3) 

1932 

• • 

• a 

141 

1933 

298 

330 

178 

1934 

302 

480 

284 

1935 

246 

400 

241 

1936 

209 

290 

310 

1937 

m • 

300 

320 


The figures in column 1 are taken from estimates 
of the German Statistical Office in 1930. The great 
increase in the figures of column 2 in the years 1934 
and 1935 reflects the reaction upon the number of 
marriages, of the marriage loans and the industrial 
revival. It will be seen that it was not until 1936 
that the net increase in dwellings had caught up with 
the increase of households, and by then the accumu- 
lated shortage had risen to over one and a half milli on 
dwellings. In 1936 42-4 per cent, and in 1937 46 per 
cent, of the newly constructed dwellings were small 
dweUings appropriate for working-class famili es. 

Apart from reasons which are referred to elsewhere 
— the shortage of building labour and materials and 
the desire to have an employment reserve ^ — there 
have been other motives which urged caution in the 


^ E, von Stuckrad, “ Das dentsciie Siedlungs- und Wohniingswesen,” in 
Jdhrhuch der Nationalsozialistischen Wirtschaft, 1937, p. 121. 

^ See p. 256. 
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construction of new houses. In the first place, the 
future locahsation of the industrial population may 
he considerably different from the present ; ^ and 
secondly, owing to the faUing birth rate down to 1933 
there will he a progressive faU in the rate of net 
increase of new households for many years to come. 
It is officially estimated that this net increase will fall 
as follows to : 

A yearly average of 180,000 in the years 1937-10 

„ „ 79,000 „ „ 1941-44 

„ „ 71,000 „ „ 1945^9 

„ „ 49,000 „ „ 1950-54 

„ „ 26,000 „ „ 1955-59 

It is not until 1960 that the effects of the apparent 
reversal of population trends in Germany since 1933 
will become evident in a rise in the net increase of 
households. As the normal fife of a house may be 
put at some forty to seventy years, it is clear that 
there are important problems of planning to be solved, 
before an attack on a large scale can be made on the 
present German housing shortage. 

It may be added that since the latter part of 1937 
the rise of building costs, owing mainly to wage 
increases, has been a serious factor in the housing 
situation. How large this rise has been can be judged 
from the following extract from an article in Die 
Deutsche V olkswirtschaft for January 1938, which 
relates to building conditions in the Ruhr district, 
where, as the writer points out, the rise in costs has 
been less marked than in central Germany : “ There 
are quite a number of extensive settlements of small 
houses in which the building costs for precisely similar 
houses vary, according to the date of completion, from 

^ See pp. 230-2. 

L 
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3,500 to 4,000 RM. (including the value of the 
occupier’s own work) in the sections first completed, 
to 6,400 RM. in the last sections. One comes across 
buildings in which the rent for a dwelling is 19 RM. 
per month, and others, with the same size rooms and 
accommodation, where the tenant must pay 35 RM. 
a month. The increase in building costs overshadows 
all other problems in the building of working-class 
homesteads.” 


irOREIGN TKADE 

Germany’s imports rose from 4-2 milliard RM. in 

1936 to 5-5 milliard RM. in 1937, and her exports 
from 4-8 milliard RM. to 5-9 milliards. Her excess 
of exports over imports, which was 550 million RM. 
in 1936, was 443 million RM. in 1937. In this ex- 
pansion of imports and exports Germany was sharing 
in the general revival of international trade, the value 
of which (according to the figures for seventy-five 
countries) was 26 per cent, higher during the first nine 
months of 1937 than during the first nine months of 
1936. Expressed in volume, international trade during 

1937 had returned to the high level of the boom year 
1929. It is a remarkable fact that, in spite of full 
employment and the tremendous pressure of the home 
market upon Germany’s productive capacity, she was 
able to expand her exports in finished goods (in 
values) between 1936 and 1937 by 23*3 per cent. The 
corresponding increase in the case of Great Britain, 
which was also verging on a condition of full employ- 
ment in her manufacturing industries, was only 
19-3 per cent. On the other hand, the United States 
increased her exports of finished goods by 40-6 per 
cent., and Belgium and Czechoslovakia by 36-8 per 
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cent, and 28 per cent, respectively. Tlie terms of 
trade continued to be unfavourable, as tbe prices of 
German imports rose by 10-2 per cent, while the 
prices of her exports rose only by 3- 6 per cent. 

The growth of world trade in 1937 had been 
fostered by tbe internal expansion of the diffierent 
countries and by the resulting rise in raw-material 
prices. In tbe early summer of 1937 there was a 
break in tbe economic revival of tbe United States 
wbicb led to a fall in raw-material values in world 
markets, and to a gradually widening trade recession 
which afiected industrial activity as a whole in all 
countries except Germany, Italy and Japan, whose 
economies were on an actual or virtual war-time basis. 
The momentum of past orders kept the volume of 
international trade at a high level throughout 1937, 
but there was a big faUing-ofi during the first half of 
1938. The value of Germany’s total exports during 
the first quarter of 1938 was 17 per cent, lower than 
in the last quarter of 1937, while the value of her 
imports declined only by 7 per cent. For the first 
time therefore since 1934 the balance of trade became 
unfavourable. It is interesting to note that for the 
same period British imports dechned by 15 per cent., 
but her exports by not more than 11 per cent. Thus 
German exports diminished more rapidly than British 
exports. The explanation is probably to be found 
partly in the ever-increasing intensity of employment 
and activity in the German domestic market ; while 
the recession inside Great Britain caused more atten- 
tion to be paid to the export markets and price cuts 
may have been more willingly accepted. It is also 
relevant that Germany’s exports consist almost wholly 
of finished goods, of which production goods form a 
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very high, proportion ; hence she is more likely to be 
hit by a down-swing of the trade cycle than is the 
case with the more varied exports of Great Britain. 

It has been pointed out above ^ that since the 
adoption of the New Plan in 1934 the whole course of 
German foreign trade has been altered, so that trade 
was systematically restricted with those countries 
(most notably the United States) which were un- 
wiUing to buy from Germany to as large an extent as 
they wanted to sell to her, and extended with those 
countries which were wiUing to enter into reciprocal 
trading agreements. Thus Germany’s imports from 
and exports to South America (Argentine, Brazil, 
Chile and Colombia) increased from 329 miUion RM. 
in 1934 to 1,021 million RM. in 1937, an increase 
which represented 24 per cent, of the total expansion 
of her foreign trade between the two dates. A some- 
what similar growth took place in her trade with the 
adjacent countries of south-eastern and northern and 
north-eastern Europe. 

The Germans claim that their new system of 
reciprocal trading, combined with the maintenance of 
full employment at home, has exercised a stabilising 
influence during the recent recession on the trade of 
the countries with which they have established these 
relations. Thus in the case of Rumania her total 
exports were down by 22 per cent, in the first three 
months of 1938 as compared with the first three 
months of 1937 ; but whereas exports to Germany fell 
by only 20 per cent., exports to Great Britain fell by 
64-5 per cent, and to France by 42-6 per cent. Hence 
she was forced to reduce her imports from these latter 
countries by a large amount, while she was able to 

^ See p. 99. 
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maintain her trade with Germany on a relatively high 
level. Again, the benefit to farming interests in these 
countries is illustrated by the fact that internal prices 
in Bulgaria in 1934, just before the Trade Treaty with 
Germany, were 106 dinars for wheat and 72 dinars 
for maize ; but in June 1938 the corresponding prices 
were 228 dinars for wheat and 115 dinars for maize, 
and cotton prices had also risen. The fact that 
Germany’s imports are almost wholly foodstufis and 
raw materials has strengthened her trading position, 
especially in relation to the countries of south-eastern 
Europe, whose great problem is how to find a market 
for their agricultural products. At the same time 
this type of direct quid pro quo trading may have 
highly inconvenient pohtical as well as economic 
consequences for the smaller and weaker countries, 
and Germany is not likely to forgo the use of such a 
bargaining weapon if it is at her disposal. Once she is 
able to reach the position of a monopoly buyer in 
relation to these small countries, it is evident that 
they will be very much at her mercy when it comes 
to the renewal of contracts, which at the moment may 
appear quite favourable to them. 

In Chapter II ^ reference was made to private 
compensation agreements in foreign trade. It had 
been intended originally that trade carried on in this 
way should be supplementary to ordinary trade, but 
in practice it was found in 1935 and 1936 that large 
quantities of German goods which had previously 
been exported against foreign exchange were now 
moving through compensation channels, with the 
result that the volume of free foreign exchange avail- 
able for the Government was diminished while the 

1 See pp. 68-70. 
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prices of many imports were raised unnecessarily. 
Hence after 1935-36 the extent of private compensa- 
tion trade was greatly restricted and “ to-day com- 
pensation agreements are only permitted when they 
are beyond question supplementary to ordinary trade, 
i.e. when they reaUy increase the market for German 
goods over and above the normal possibilities of trade, 
and thereby bring in raw materials In the case of 
a number of articles, for which Germany has a virtual 
monopoly, e.g. fine chemicals and special machines, 
compensation trade is prohibited, and it is completely 
forbidden in relation to a number of countries. Where 
it is still allowed, a ratio of 1 ; 3 is normally required, 
i.e. the German exporter must sell 60 marks’ worth 
of goods against foreign exchange (Devisen) for every 
30 marks’ worth that he sells under a compensation 
agreement. It is only in the case of certain raw 
materials which are of vital importance that a ratio 
of 1 : 1 is permitted. In general, all compensation 
transactions with a lower value than 50,000 EM. have 
been forbidden since November 1936. By the spring 
of 1938 private compensation trading agreements had 
become quite exceptional and only a very small pro- 
portion of Germany’s foreign trade was conducted in 
this way. On the other hand an important amount 
of foreign trade is stiU being carried out with the aid 
of Aski marks, especially with Central and South 
America and with British West and East Africa and 
Australia. In 1937 approximately 20 per cent, of the 
German import trade was conducted by means of 
Aski marks. In the same year about 50 per cent, of 
aU German foreign trade was regulated by clearing 
agreements and 15 per cent, by payment agreements 

^ R. Eicke, Warum Anssenhandel ? (2n(i ed.) p. 51. 
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{Zahlungsabkommen), Early in 1938 it was estimated 
that only 20 per cent, of the value of all G-erman 
exports was available to the Reichsbank in the form 
of free foreign exchange {Devisen ) ; the remaining 80 
per cent, was set ofi directly against imports, interest 
payments, debt repayments, etc., under clearing, pay- 
ment and compensation arrangements.^ 

Throughout this book no account has been taken 
of the incorporation of Austria into Germany in March 
1938, but the position of Greater Germany as a trading 
factor in South-eastern Europe is a matter of such 
great importance that it may be held to justify the 
inclusion of the following table : 

TABLE XXVI 

German and Austrian Trade with South-east Europe^ 

Share in % (based on 1937 Figures) 


Share in Total Exports from Share in Total Imports into 
Countries concerned Countries concerned 



Former 

Reich 

Austria 

Greater 

Germany 

Former 

Reich 

Austria 

Greater 

Germany 

Hungary 

24-1 

16'9 

41-0 

26-2 

18-0 

44*2 

Jugoslavia 

21-7 

13-5 

35-2 

32-4 

10-3 

42-7 

Rumania 

20-0 

6'9 

26-9 

28-7 

9*3 

38-0 

Bulgaria 

43-1 

4-0 

47-1 

54-8 

3-4 

58-2 

Greece . 

30-5 

1-7 

32-2 

27-1 

2-5 

29-6 


^ The above estimates of the proportion of Germany’s foreign trade 
carried out under the different trading arrangements are taken from the 
authoritative book by Dr. R, Eicke, Warum Aussenhandel ? ch. viii. 

2 Report of the Reichskreditgeaellschaft for the first half of 1938, p. 85. 





CHAPTER IV 


PRICES, WAGES, LABOUR POLICY AND THE 
STANDARD OF LIVING 

From tie outset of the National Socialist regime it 
has been a cardinal feature of its economic pohcy to 
keep the price level as a whole as stable as possible. 
Griven that the external value of the mark was to be 
upheld in the face of the devaluation of the Enghsh 
and many other currencies, it was essential that 
prices should not be allowed to rise. An inflationary 
movement of prices also would threaten the success 
of the work creation progra mm es. It was further 
reahsed that a necessary condition of stable prices 
was stable wages, and this carried with it the corollary 
that, as far as possible, individual prices should not 
be allowed to rise. For if the prices of any important 
elements in the cost of living, i.e. of wage-goods, were 
to rise, the pressure from labour for wage increases 
must eventually become irresistible, and the whole 
pohcy would be endangered. 


AGRIOULTITRAL PRICES 

There was, however, one important group of com- 
modities the prices of which had fallen disproportion- 
ately low in the slump of 1930-32, and which could not 
remain at that level if other prices and wages were 
stabilised at the relative level they had then reached.^ 

V 

^ See p. 19. 
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Tte previous policy of agrarian protection had 
benefited cereals, above all wheat, at the expense of 
animal products. Thus between 1929 and 1933 the 
wholesale prices of all agricultural products feU by 
33 per cent., but the prices of vegetable foods feU 
only 21-8 per cent., and of fodder 33-3 per cent., while 
in the case of slaughter animals the faU was 50 per 
cent. 

In 1933 there was a very good cereal harvest and 
the Government was faced with the prospect of a 
further heavy fall in the price of cereals which would 
have been disastrous for the farmers. It accordingly 
fixed minimum prices for wheat and rye for 1933-34 
slightly below the 1932-33 figures, but stiU at a 
profitable figure, having regard to simultaneous reduc- 
tions in cost and to the much larger volume of sales. 
MiUers were compelled to buy and store for their own 
account a quantity of home-grotvn rye or wheat of 
the 1933 crop equal to 150 per cent, (later 200 per 
cent.) of the amount of home and foreign rye or wheat 
miUed by them for the monthly average of the year 
1932-33, and the Government also purchased and 
stored a part of the crop. In this way the surplus of 
the crop was prevented from depressiug prices. In 
1934-35 there was a poor cereal harvest and the 
accumulated stocks had to be drawn upon, while the 
prices of cereals were raised to compensate the farmer 
in part for the smaller volume of produce sold. In 
the case of animals and animal products, there was a 
much larger proportional increase in prices in 1933-35 
than for cereals, in order to restore the balance of 
farming ; but here the rise was brought about mainly 
by the restriction of imports and by higher customs 
duties. 
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Under the pressure of a series of medium harvests 
and a continually increasing demand, the farm prices 
of cereals had to be raised further after 1935, but 
other prices were kept practically constant, or lowered, 
as can be seen from Table XXVII : 


TABLE XXVII 

Farm Selling Prices^ 

(October 1909-13=100) 

October — 

1932 1935 1936 1937 

Cereals 

Eating potatoes 
Fat stock, total 
Cattle 
Calves 
Pigs 
Butter 
Eggs 

Grand total 


96 

101 

104 

109 

67 

111 

108 

108 

68 

95 

92 

92 

55 

97 

92 

92 

75 

112 

106 

99 

75 

90 

89 

91 

84 

96 

96 

96 

128 

128 

128 

131 


78 


100 


99 


100 


A large part in the control of prices has been paid 
by the Monopoly Boards referred to in Chapter II.® 
The Boards do not import on their own account most 
of the foreign supphes required, but a permit from 
them is necessary before any imported food is sold 
iuside Germany, and they import directly if they 
judge that private trade is not securing sufficient 
supplies. Where the price of foreign food, after 
paying the import duty, is below the internal price, 
the importer is forced to hand over to the Board, in 
exchange for his permit, the difference between the 
c.i.f. price of foreign food landed in Germany plus the 

^ Keport of the Reichskreditgesellschaft for 1937-38, p, 29. 

^ See above, pp. 58-9. 
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duty and the internal price ruling there, as well as 
a fee charged by the Board. In this way, through 
the varying import quotas correspondiug to internal 
production and requirements for consumption, the 
domestic market has been divorced from the fluctua- 
tions and prices of the world market, while the excess 
of the internal over the world price has been used to 
subsidise the prices of such imports (quantitatively 
not large in relation to total imports) as are bought 
at more than the internal prices in marks. 

It is often argued by foreign critics that the willing- 
ness of Germany to buy foreign foodstuffs, e.g. from 
South-eastern European countries at prices from 20 
to 40 per cent, above the level of world market prices, 
is a piece of “ economic insanity ” which can only be 
explained, if at all, by purely political motives, and 
which must be extremely detrimental to the welfare 
of the country as a whole.^ But it must be borne in 
mind that the domestic prices, at wholesale, of agri- 
cultural products in Germany are (and have been 

^ Cf. the following speech in the House of Commons on November 30, 
1938, by Mr. Hudson, Secretary of the Overseas Trade Dept. [The Times, 
December 1, 1938) : 

“ At a particular date this year the Germans were paying over £10 a 
ton for wheat at a time when Manitoba Wheat No. 1 was selling at £7 
a ton on the London market. They were buying barley at £7 : 10s., when 
the London price was £5 : 6s. ; and they were buying eggs at £7 : 12s. a 
metric quintal when in London the price was £5 : 18s. They had done the 
same thing with large quantities of wool, cotton, hides, meat, poultry, 
oil-seeds and cereals at prices so high that it did not permit the producer 
in these countries to send these products to the world markets and obtain 
similar prices. Owing to German action the exports of mohair from Turkey 
to this country, which last year amounted to £190,000, this year decreased 
to £24,000 because of the increase in price. . . . The Germans had entered 
into an agreement by which Poland got a large quantity of machinery, in 
this case at competitive prices, and Germany had contracted to buy over 
a period of nine years agricultural produce from Poland at well over world 
prices. Poland obtained her goods on credit and paid a low rate of interest. 
By these methods Germany was obtaining an economic stranglehold on 
these various countries at the cost of her own people, raising the cost of 
living of her own people, and exporting her goods at less than cost price.” 
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ever since 1931-32) much above the world level of 
prices. Thus the average producer price of German 
wheat in 1937 was 205 marks per ton (£16 : 10s. per 
ton at the average nominal exchange rate of 12-30 
marks = £1), while the average price of Manitoba 
wheat No. 1 in London for that year was £11 : 18s. (for 
the average of 1936 the London price was only £8 ; 8s. 
per ton). In general, where Germany can dispose of 
free exchange, she buys at world prices, but where she 
buys under the “ compensation ” system ^ she usually 
oSers considerably higher prices. Provided that these 
latter prices, cum duty, do not exceed her internal 
selling prices for the same products, she is merely 
adjusting her foreign buying price to the actual 
purchasing power parity of the currency, and Mr. 
Hudson’s remark that “ she is raising the cost of 
hving to her own people ” is not justified. In foreign 
trade it is goods which pay for goods, and the real cost 
to a country of her imports is the exports which she 
exchanges against her imports, not the monetary units 
in terms of which the exchanges are arranged. It may 
be contended that Germany could only gain by 
buying her food and raw materials always at not 
more than world prices ; but even apart from political 
motives, the prices and volume of her imports are 
related to the prices and acceptability of her exports. 
If she is bargaining directly with a foreign country 
and can arrange a deal at a price which is above 
world price for what she imports, but at the competi- 
tive price for her exports,® she may still be better ofi 
on balance than she would be, either if the deal did 

^ See above, pp. 68-70. 

® In practice, in large compensation transactions, Germany is often 
able to secure a price for ber exports which is well above the ordinary 
competitive price. 
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not come off at all, or than if she were to buy at the 
world price and, in order to finance the purchase, 
had to sell in markets where it was necessary for her 
to subsidise her exports very heavily in the face of 
an inelastic demand. It is obvious, of course, that 
political considerations do enter vitally into the 
picture, but a thorough investigation would in aU 
probabihty show that, purely from the economic 
standpoint, there is much more “ method ” in the 
German “ madness ” than her critics generally give 
her credit for.^ 

Returning to the monopoly Food Boards, it is 
important to note that their activities are not con- 
fined to imported products, but also extend to 
domestically produced foodstuffs in the sense that 
these must be offered to the Boards at the prices 
fixed by the latter, although they are not under 
obhgation to accept delivery. Here also a fee must be 
paid to the Board for a permit to sell goods in the 
market, and in the case of milk the proceeds of the 
fee are used as a subvention to the dairies to enable 
them to maintain (not to raise) the price of butter. 
The Boards are thus in a position to purchase and store 
surpluses of any food, and so to adjust supphes to 
demand, and to regulate the flow from the producer to 
the consumer, without the continual fluctuations in 
prices which take place in a free market. It is their 
business to see that local or temporary shortages of food 
are ironed out by drawing upon accumulated stocks. In 
the case of some agricultural products, e.g. wheat, rye 
and sugar, production quotas, representing amounts 

^ To avoid possible misunderstanding it may be well to point out that 
the above account is intended as an explanation and not as a defence of 
German price policy in this field. 
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wMcli must be delivered to tbe Boards on the basis of 
tbe acreage under these crops, are fixed by the Food 
Ministry. On tbe other band, for live stock slaughtering 
quotas are fixed vrhich are varied according to the 
necessities of the situation ; thus in 1936 when shortage 
of fodder increased the number of pigs brought to 
market, and when it was desired to build up the herds of 
cattle, there was a reduction in the slaughtering quota 
for cattle and a sharp decrease in the price of fat cattle. 
At the same time it was sought to reduce the number 
of pigs in view of the shortage of fodder. Hence 
farmers were informed in the autumn of 1936 that the 
premium on pigs weighing above 120 kg. (estimated 
to be the optimum weight from the point of view of 
the utilisation of fodder) would be lowered as from 
January 1, 1937. The result was a large increase in 
the marketing of fat stock, and considerable quantities 
of pig-meat were able to be put away into cold storage. 
A year later, when the second potato harvest of 1937 
had remedied the shortage of fodder, the price bonus 
on fat stock was restored in order to increase the 
average weight of pork and bacon pigs, and so the 
fat yield. 

In general, then, the system is one of stable 
producer prices ^ which are only altered within narrow 
margins in accordance with changes in conditions of 
supply, and then always with due regard to the 
desired efiects on output and to the profitabihty of 
farming as a whole. The farmer, vfith rare exceptions, 

^ There is not, however, a uniform price all over Germany for the same 
product. In the case of cereals Germany is divided into districts and 
there is a difference of as much as 20 EM. per ton of wheat between the 
lowest and the highest price districts. There are also variations in the 
price of the same product at different times of the year ; thus the producer 
price of cereals rises steadHy throughout the year to cover the cost of 
storage. 
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is not told what crop he must grow, though he may, 
as in the exceptional case of hops (cf. the Hop Market- 
ing Board in England), he subject to stringent quota 
restrictions on his acreage under a given crop. But 
taking farming as a whole, the production of food 
and other agricultural products is mainly regulated 
through the careful fixing of relative prices in such a 
manner as to encourage the output of those products 
which are regarded as being of the greatest importance. 

While the Boards, under the direction of the 
Ministry of Agriculture, control producer prices, every 
subsequent stage down to the final consumer is subject 
to the vertically and horizontally organised marketing 
associations, which, besides enforcing grading and 
marking in accordance with standards of quahty, also 
fix profit margins for the wholesaler, manufacturer, 
retailer, etc., and exercise a very complete control 
over distribution. The efiectiveness of this control 
can be judged by the fact that, from 1932 to 1937, 
farm selling prices rose by 30 per cent., while the food 
index in the cost of living index number rose by only 
5-6 per cent. Even after making a liberal allowance 
for price or quality changes not reflected in the cost 
of living figure, the disparity between the two rates 
of increase is remarkably large. 

Down to the latter part of 1934 the main problem 
confronting the Food Estate was to raise or maintain 
prices at a profitable level to the farmer. From then 
onwards the position altered radically. As has been 
mentioned above, the two good cereal harvests of 1932 
and 1933 were followed by three medium ones in 
1934 to 1937 ; and at the same time both the growth 
of the national income and the necessity for restricting 
imports owing to the shortage of foreign exchange. 
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exercised an. upward pull on prices. The minimum 
prices of 1933-34, intended to protect the farmer, were 
replaced by fixed, guaranteed prices in the interests 
even more of consumers than of farmers. In the vital 
case of bread, prices have been kept unaltered since 
1935 in the face of rising producer prices. This has 
been achieved by reducing profit margins for the 
wholesalers, mill ers and bakers. In 1935 the profit 
margin of the rye millers was reduced so much that 
it was necessary to place a levy of 6 RM. per ton on 
the wheat mill ers, who had a relatively favourable 
profit margin, for the benefit of the former. Later, 
in 1937, when it was desired to increase the production 
of rye as against wheat (the yield per acre on German 
soils of rye being greater than that of wheat), the 
producer price of rye was raised by 20 RM. per ton. 
In spite of this the consumer price of rye-meal and 
bread was kept unaltered, and the loss to the rye 
millers, who had to pay the new prices for the rye, 
but to sell the flour at its former price, was made good 
by a special levy upon two other food industries, 
brewiag and sugar, where relatively large profits were 
being made.^ 

To maintain the bread supply it was found neces- 
sary in 1936 to increase the percentage of extraction 

^ Some recent measures afford an interesting illustration of German 
agricultural price policy. In October 1938 the price of milk to the farmer 
selling to a dairy was raised by an average of 2 pfennigs per litre ; the 
cost was met partly by raising the prices of mdk and butter to the con- 
sumers in those parts of Germany where the price was below the average 
for Germany as a whole^ partly by a subvention from the Reich, and partly 
by drawing upon profits of the margarine and seed- crushing industries, 
and by reducing the number of middlemen between producers and con- 
sumers. At the same time the producer prices of fat pigs were raised by 
2 RM. and of slaughtering cattle by 1*50 RM. per 50 kg. live weight, the 
cost being met by a reduction of the profit margins of wholesalers, butchers, 
etc. The avowed motive was to improve the balance of profitability of 
farming, which had been in favour of the cereal as against the livestock 
farmer. Of. the table on p. 156. 
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of cereals (at tlie expense of miller’s oSals and so of 
animal feeding stuffs), wMe in 1937 maize, and later 
potatoes, were ordered to be admixed with, flour ia 
making bread. 

In tbe case of only one foodstuff, butter, lias 
rationing been practised on a large scale and for long 
periods, and here there have been considerable varia- 
tions in different parts of tbe country, tbe ration 
varying from balf a pound a bead per week in most 
areas to much larger quantities in certain districts. 
Some forms of meat also bave been rationed at times, 
but tbe restrictions bave been removed when tbe 
temporary scarcity was past. 

Since tbe latter part of 1936 tbe Germans bave 
used tbe steering of consumption (V erbrauchslenhung) 
as an important adjunct both to tbeir food and price 
control pobcy. Tbe forces of propaganda are used to 
instruct consumers as to those kinds of foodstuffs 
which they ought to buy and those of which they 
should consume less owing to tbe fact that they are 
scarce. In this way it is possible to absorb surpluses 
or to rebeve shortages of other foodstuffs. Tbe pubbc 
is advised to decrease its consumption of butter and 
other fats and use more jam, tbe consumption of 
which in fact rose from 55,600 tons in 1933-34 to 
138,500 tons in 1936-37.^ It is known that there will 
be a shortage of pork in the winter of 1938-39 owing 
to the large numbers of pigs slaughtered in 1937. 
Consumers’ attention, therefore, is directed to the 

^ The German authorities evidently agree vdth the advice of the Dairy- 
maid to the Queen in “ The Bang’s Breakfast ” : 

“ But Marmalade ia tasty, if 
It’s very 
Thickly 

Spread.” 

{When We Were Very Young, by A. A. Milne) 

M 
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desirability of eating more beef, mutton and veal in 
place of pork. Similarly, in 1937 there was a bumper 
crop of potatoes, but a poor wheat harvest, and so 
an intensive campaign was started to show the con- 
sumers all the various ways in which potatoes could 
be stored and utilised. 

Propaganda takes the most varied forms, and is 
carried out above aU by the Party through the medium 
of its associations and affiliated bodies, such as 
Nazional-Soziahstische Frauenschaft and Deutsches 
Frauenwerk. Thus there are local shop display weeks, 
during which retail shops make special displays of 
foodstuffs of which there is a plentiful supply and the 
purchase of which is encouraged ; these usually con- 
sist of fruit, fish, jam and other “ sugar-holding 
goods ”. Various food uses for potatoes are also dis- 
played. The columns of the Press are full of recipes 
and other advice to the same intent, and all the 
cookery schools of the Reich are brought into the task. 
Recently the rations of the Labour Service have been 
changed so as to include a larger proportion of potatoes 
and vegetables and a smaller proportion of meat and 
fats, and it is reported that experiments in this direc- 
tion are being made in regard to Army rations. Fish 
days have been introduced in colleges, schools and 
other institutions. The outstanding fact about this 
steering of consumption is its practical success ; ^ the 
German public seems to be remarkably susceptible to 
s^ggsstion of this type, and provided that its appeal 
is not weakened by too frequent use, it constitutes an 

In 1936—37, wlien there was a glut of cabbages, consumption was so suc- 
cessfully steered in that direction that 2,500,000 metric cwts. of cabbages 
were marketed in October-November 1936 and 400,000 cwts. in April 1937 
in of normal consumption. Similarly, an additional 20 million litres 
of wine was marketed in 1936. High marks must surely be awarded to a 
“ steering ” which can produce such results in the case of cabbages. 
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important additional method of control over the dis- 
tribution of food supplies.^ Properly handled it has 
all the advantages of rationing without the drawbacks, 
while it enables prices to be maintained at a stable 
level in the face of wide variations in supply. 

Although there has been much grumbling on the 
part of the peasants and the farmers generally at the 
restriction of their prices and at the degree to which 
their productive policy has been controlled (cf. the 
delivery obligations imposed upon all harvested bread- 
cereals, and the prohibition in 1937 of the use of 
bread-cereals for forage purposes),® the fact remains 
that they have both a guaranteed market and 
guaranteed price, and that with good farmhag they 
have been sure of a moderate income.® The lowering 
of the prices of artificial manures by 25 to 30 per cent, 
in 1937, and of agricultural machinery early in 1938, 
was intended partly to stimulate their use in the 
interest of productivity and partly to offset a rise of 
prices and costs in other directions. As the Statistical 
Office estimates that on the average 10 per cent, of 
the total farm expenses are incurred for manures, the 
reduction was a valuable one, and as a result the 
consumption of artificial manures expanded by fully 
30 per cent. Compared with the period before 1933 
also, the lowering of the rate of iuterest on agricultural 
indebtedness was an appreciable factor, although the 
total burden of debt is still so large that it has served 
as a valuable spur to the G-overnment’s efiort to 
increase output. 

^ Cf. H. Backe, “ Verbrauclisleiikung,” in Der VierjaJiresplan, April 1937. 

2 Cf. p. 139 above. 

® By the beginning of 1938, however, the rise of agricultural wages and 
of building costs and the shortage of labour were seriously affecting the 
profitability of farming. 
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THE CONTROL OF INDUSTRIAL PRICES UNDER 
THE FIRST FOUR- YEAR PLAN 

The control of prices in recent times in Germany 
dates from the Emergency Decrees of 1931, when the 
prices of cartel products were lowered and a Com- 
missioner for the Supervision of Prices was appointed 
to see that the price cuts were carried out and reached 
the consumer, and in general to supervise the prices 
of articles of prime necessity. The Price Commissioner 
was empowered to delegate his functions to Oflhces for 
the Supervision of Prices, and in detail these functions 
were carried out by the local police authorities, subject 
to the Regiemngsprasidenten and similar ofi&cials. 
Under the Hitler Government the Price Commissioner 
was at first relieved of his post and his duties handed 
over to the Minister of Economics and Food. But in 
November 1934 he was reappointed and hold office 
till July 1935, when his duties were again split up 
between the two Ministries just mentioned. Finally, 
in October 1936, ultimate responsibility for price 
control was once again centralised in the hands of a 
Commissioner for Price Formation. 

The duty of the first Price Commissioner was to 
accelerate the process of deflation, but the second had 
the more difficult task of keeping down prices, which 
were threatening to rise alarmingly in 1934, as a 
result of the expansion of employment and the re- 
striction of imports owing to Dr. Schacht’s New Plan. 
The control was simplest in the case of cartel prices, 
as there was here a price-fixing machinery already in 
existence which could be directly influenced. Indeed 
in 1933 not a few compulsory cartels were established 
by the Government in order to lessen the extent of 
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price cutting by competing firms. By a series of 
decrees in 1934 all cartel price agreements and restric- 
tions entered into since June 1933 bad to be notifi.ed 
to the Price Commissioner, and all new and higher 
price determinations had to be submitted to him for 
his approval.^ In a considerable number of cases 
cartel agreements for the fixing of prices were declared 
null and void. But this in turn sometimes led to a 
recurrence of cut-throat competition, and a decree 
was issued in December 1934 which was aimed at 
“ unfair ” competition. The latter was defimed as : 
(1) “ Selling prices which are out of all relation to 
costs and which are in conflict with the requirements 
of normally conducted business ”. (2) “ Dehberate 

failure to fulfil liabilities to the State, the employees 
or the creditors, or the illegitimate use of credit 
Thus, for example, on the one hand, any form of 
agreement or even consultation between firms tender- 
ing for public contracts was prohibited under drastic 
penalties ; while, on the other hand, a firm tendering 
a very low price was bable to find itself the object of 
an investigation to see whether it was “ carrying out 
its obligations to the State, the employees or the 
creditors ”. 

Early in 1935 the growth of demand for the pro- 
ducts of the investment industries had so much in- 
creased the extent to which their productive capacity 
was being utilised, and thereby lowered their average 
costs, that it was possible to obtain considerable re- 
ductions in the prices of potash, cement, plate glass, 
roofing felt, etc. 

^ The cartel census showed that over 1,600 new cartel agreements affecting 
prices had been made since June 1933. It was estimated in 1935 that 50 
per cent, of all German industry was carteUised, and by the end of 1936 this 
had risen to 66 per cent. 
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For the ^11016 period from 1934 to October 1936 it 
was found possible to control efiectively the prices of 
that very important sector of industrial production 
which was organised in the form of cartels. 

In the case of “ free ” prices, i.e. those not subject 
to cartel restrictions or to conditions of re-sale (branded 
goods), the prevention of price rises was a more 
(liffi cnit task. In some industries, e.g. the motor 
industry, the force of free competition was sufihcient 
to lower prices or at least to keep them from rising. 
In perhaps the most difidcult case, that of textiles, the 
reduction of raw-material imports led to a marked 
scarcity in 1934, and hoarding purchases by the 
pubbc drove up prices until in December of that year 
the cost-of-living index for textiles had risen by 10-7 
per cent, above the figure for December 1933. 

Special legislation had to be passed in 1934 and 
1935 1 which fixed maximum prices based on the prices 
of textile raw materials, yarns and fabrics from March 
1 to March 21, 1934. Where the cost of imported 
materials had risen, higher prices might be charged, 
but only by the actual amount of the rise together 
with any consequential increases in costs, such as 
insurance premiums and discounts or rebates. Apart 
from such increases it was intended that gross profit 
margins (which in business are commonly reckoned as 
a percentage on costs) should be kept stable in 
absolute amount, but this intention was in fact often 
evaded. The formal prohibition of percentage addi- 
tions to cost, where raw-material prices had risen, was 
made general under the Price Stop Decree of November 
30, 1936. 

It was further laid down in the textile decrees 

^ See above, pp. 71 and 91-2. 
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that, where a comparable price did not exist at the 
basic period, no higher price must be asked or accepted 
than would be necessary in order to cover actual costs 
together with a reasonable return on capital. The 
charging of replacement cost prices was expressly 
prohibited when prices were rising. Similar decrees 
were issued in respect of hides and leather, base 
metals and one or two other products. 

In some industries the Price Commissioner laid 
down what were called Richtpreise {“ normal ” prices). 
Any firm charging more than the “ normal ” price 
could be called upon to show cause and to submit its 
books, etc., for inspection.^ Increase in cost due to 
higher prices of imported raw materials were accepted 
as a legitimate reason for higher prices, but not rises 
in costs caused by the restriction of working hours. 
In the case of cotton goods in 1935 the “ normal ” 
prices were fix;ed below the ruhng market prices and 
led for a time to a reduction of these prices. 

In September 1934 a decree was issued forbidding 
prices to be charged for foreign goods traded in Ger- 
many which were higher than the ruling market 
prices abroad at the time of purchase, plus the 
customary trading margins. This did not apply to 
aU foreign goods, but only to those which were listed 
in the OfELcial Gazette. In this very important field 
the system did not work weU. The different treat- 
ment of listed and unlisted articles proved unsatis- 
factory ; it was often impossible to establish what 
was the ruling market price on the day of purchase ; 
and the provision in the decree that traders might 

^ “If ”, said the Price Commissioner, in December 1934, “ a firm is 
selling at half the ‘ normal ’ price, this is a case for investigation to see 
whether it is dumping, if at double the ‘ normal ’ price, then to see whether 
it is profiteering.” 
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add tte usual margins to the purchase price gave 
ofhcial sanction to the customary procedure of making 
percentage additions on cost. 

Numerous other special regulations were made 
affecting individual trades, hut of course the great 
majority of “ free ” prices were not so regulated and 
were merely subject to the general supervision of the 
Price Commissioner and the Price Supervision Ofi&ces. 
The knowledge that there was in existence a State 
machinery for the control of prices undoubtedly con- 
tributed to delay and moderate price rises, as traders 
were anxious to avoid being the object of special in- 
vestigation, which might be followed by a burdensome 
and hampering enactment. 

Wholesale prices in world markets as a whole 
moved little during 1935 and many important com- 
modities such as maize, cotton, wool and oil were 
lower than in 1934 . The German index for agricul- 
tural produce rose, it is true, from 100-9 in October 
1934 to 104-2 in October 1935 (1913 = 100 ), and 
the index for manufactured consumption goods 
rose from 120-8 to 123-9 ; but that for production 
goods fell from 114-0 to 113 - 0 , while raw materials 
whose prices were determined in world markets rose 
only from 70-4 to 71 - 9 . The position seemed so 
satisfactory that the Office of Commissioner for the 
Supervision of Prices was abohshed in July 1935 , 
though the local Price Offices continued to function 
under the direction of the Ministry of Economics and 
the Eood Estate. 

In 1936 , however, a marked change set in, and 
world raw-material prices began to rise fast, largely 
under the influence of expanding markets in the 
Enited States and Great Britain. German prices of 
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goods maniifactured witli foreign materials moved up 
in sympathy, and with the growth of employment and 
incomes there was a rise in “ free ” prices all along the 
Line. The risks of interference were smaller and less 
deterrent when everybody around seemed to be put- 
ting up their prices. Between July and October 1936 
the rise was becoming alarming.^ The whole price 
structure of consumption goods and services, other 
than food, appeared to be on the move. Supplies of 
many things were short and purchasers were willing 
to offer higher prices or better conditions of payment 
if they could secure prompt delivery ; marginal 
costs also were beginning to rise. Further, the dis- 
advantages of the absence of a central authority over 
the mechanism of price control were becoming appar- 
ent. There were conflicts of jurisdiction and diver- 
gences of policy between different State authorities with 
all their vexatious consequences. Labour was growing 
very restive, and the German Labour Front was 
becoming insistent in pointing out the need for higher 
wages. 


THE PRICE STOP DECREE OE NOVEMBER 1936 

In September 1936 came the announcement of tlie 
Second Four- Year Plan with, its intensification of in- 
vestment and additional strain upon the country’s 
resources. Simultaneously, as part of the Plan, 
Herr Hitler announced the establishment of a new 


^ What was alarming about the rise in prices was not their magnitude, 
for this was in fact very small (cf. the table on p. 182), but that they were 
so widespread and that any increase was bound to cause difficulties with 
labour and with the agricultural population. There were also rises in retail 
prices of commodities and services which do not appear in a wholesale price 
index number. 
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centralised price control in the shape of a Com- 
missioner for Price Formation — the change of title is 

significant.^ 

The new Commissioner was an important Party 
Leader, Herr Wagner ; he was given supreme control 
over all prices in Germany, subject only to General 
Goering, with much wider powers than those previously 
enjoyed by the Commissioner for the Supervision of 
Prices. 

The underlying principles remained unchanged and 
were expressed as follows by General Goering in a 
speech on October 28, 1936 : If we demand from 
the worker fixed and steady wages, then the German 
worker is entitled to demand from us fixed and steady 
prices There was also the further factor that 
German wholesale prices at the nominal rate of 
exchange were still much above world prices and it 
was an important part of policy to maintain and — 
if possible — increase the competing power of the 
export industries. 

Faced with the tremendous new burden upon the 
whole economy which must result from the carrying 
out of the Second Four -Year Plan, Herr Wagner 
decided upon a very drastic measure. On November 
26, 1936, he issued the famous Price Stop Decree 
which prohibited all price increases above the level of 
October 17, 1936,^ except with his consent. A re- 
markable feature of this decree was its compre- 
hensiveness ; except for wages and the capital and 
money markets, it apphed to every price, from club 
subscriptions and insurance contributions to the hire 

^ His predecessor was Commissioner for the Supervision of Prices. 

“ The only exception to this date was in the case of textile materials 
and fabrics, in respect of which the basic date was November 30, 1936. 
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of siLOoting riglits or tte fares of municipal trams. 
It was made a punisliable ofience to offer, as well as 
to ask, a higher price. 

The following description gives some conception of 
the way in which the Price Stop Decree has been 
interpreted. If any business was transacted between 
two parties on October 17, then aU similar business in 
future must be transacted at not more than the same 
price. If no business was transacted between the two 
parties the prices must be that at which goods of the 
same quahty were sold to other parties. If that type 
of transaction was not carried out at aU on October 
17, the price must be that which would have been 
charged on that day, which could often be judged by 
prices charged shortly before October 17. AU rebates 
or discounts granted on the basic date must be 
continued, and any deterioration of quahty is re- 
garded as an evasion of the decree. Similarly no 
charges for dehvery, or alteration in terms of payment 
may be made which were not in operation on October 
17. In the case of completely new products the basic 
price is that which ruled on October 17 for products 
which were similar or which were produced at com- 
parable cost. In the case of articles of fashion or 
season the price must be that which was charged in 
the preceding season for similar goods. A curious 
instance, which occurred more than once, was where 
a member of a cartel had been selling at a lower price 
than that fixed by the cartel. He was not aUowed 
to raise this price except with the permission of the 
Price Commissioner, which was only given if the latter 
was satisfied that this undercutting was on balance 
disadvantageous to the stabihty of the industry. In 
a case which was tried in July 1937, where a member 
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was sued by a cartel for unfair competition, tbis 
permission was in fact refused. 

In considering tbe working of tbis remarkable 
attempt to put tbe whole pricing system into a strait- 
jacket, it must be borne in mind that it contained three 
official elements of elasticity. Firstly, a provision was 
issued soon after tbe passing of tbe decree to tbe effect 
that prices which bad been lowered after October 17 
might be put up again without tbe permission of tbe 
Price Commissioner, provided they were not raised 
above their level on October 17. Secondly, there was 
tbe power of tbe Commissioner to grant price increases 
by way of exception to tbe general rule. Thirdly, be 
bad tbe power to lower any prices by decree. 

Tbe Price Commissioner was immediately inun- 
dated with requests for exceptional permits to raise 
prices above tbe datum level. He himself was no 
economist by training (be bad been originally an 
elementary schoolmaster), but be bad a good staff 
and be bad been chosen for bis capacity to say no, 
and because be bad sound common sense. He resisted 
tbe pressure of tbe large industriabsts, but be bad as 
one of bis principles that an exception might be made 
when a firm could show that its continuous existence 
would be endangered unless it could raise its price. 
Even tbis principle did not apply where tbe firm 
was obviously inefficient, or, for instance, where its 
higher costs were due to tbe fact that it bad raised 
wages and so attracted to itself labour from other 
firms. 

Tbe textile industries bad always presented a diffi- 
cult problem of price control, owing to their dependence 
on world raw materials and owing to tbe new domestic 
materials which were co min g increasingly into use. 
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The Textile Materials Law of December 6, 1935,^ had 
already established a special Price Stop for all textiles, 
based on the first three weeks of March 1934. Since 
then prices had in fact moved steadily upwards, but 
only by the amount by which raw material prices 
had actually risen. When the Price Stop Decree of 
November 1936 was issued, the prices of textile pro- 
ducts were not stabfiised at their level of October 17, 
1936, but the basis reached on November 30, 1936, 
was adopted. By March 1937 it was found that the 
prices of certain raw materials such as wool and cotton 
had fallen below the level of March 1934, while there 
had also been reductions in the price of staple fibre. 
Accordingly an order (Runderlass) was promulgated 
in March 1937, by which aU textile firms were allowed 
(without special permission), on the one hand, to raise 
their prices above the level of November 30, 1936, by 
the actual amount of any increase which had taken 
place since then in the price of the raw materials or 
semi-manufactured products ; while on the other 
hand, they were required to lower their selhng prices 
below the basic level by the amount of any decrease 
in the prices of raw materials or semi-manufactured 
products. It was further laid down that in no circum- 
stances must the selling price be higher than sufficient 
to cover the necessary costs of production including 
a reasonable {angemessen) allowance for depreciation 
and a reasonable profit.® 

Another ma.iri category of apphcations had also to 
be regulated by a special Decree passed in July 1937. 
The prices of foreign imports® might be raised by 
the actual amount of their price as paid to the foreign 

^ See above, p. 92. ® Deutsche Volkswirt, March 19, 1937. 

® The final seller in the export trades was not subject to the decree. 
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seller ; but in tbe case of goods wMcb were dealt in 
on produce exchanges and had an organised market,^ 
the importer was allowed to re-sell at replacement 
cost. The motive in this latter case was to encourage 
the formation of stocks, as otherwise the importer in 
a rising market would tend only to buy from hand to 
mouth. The permission to charge replacement cost, 
however, only applied to the original importer. 

When prices are raised owing to the rise in the 
import prices, the trader or manufacturer at every 
stage is allowed to add on a uniform absolute amount 
for overhead costs and profit — the margin in no case 
to be higher than that obtained in 1936. The margin 
itself must be the “ economically justifiable ” margin 
for on-costs and profit. In principle an appeal is 
made to every entrepreneur to examine whether his 
margin is “ economically justified ” and to lower his 
price if it is too high. In practice, apart from the 
ofidcial caution to lower prices referred to below, it 
has not been possible as a rule to go behind the level 
which actually obtained in 1936. 

In respect of imported goods the detailed control 
of prices is in the hands of the Exchange Control 
Boards,^ but subject to the general supervision of the 
Price Commissioner. Some of his instructions to them 
are of interest as throwing hght on his poHcy.® 

(1) Scarcity of supplies of foreign goods is not a 
justification for price increases. Supphes must 
be controlled and allocated by the Boards. 

(2) Where world prices have risen, the price to the 
final consumer must so far as possible not be 

^ An official list was drawn np of the goods in question. 

® Cf. pp. 67-8 above. 

® C3f . W . Rentrop, Preishildung und PreisUberwachung in der gewerblichen 
WirtscJuifti p. 126. 
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raised, th.e rise being absorbed by reducing 
trading margins. 

(3) Profit and cost margins must not represent 
more tban a reasonable return for services 
actually rendered and must not rise with a 
rise in price. Thus Kettenhandel (unnecessary 
intermediaries) was rigidly proldbited. 

Tbe Price Commissioner, Mmself, in reviewing Ms 
work at the end of bis first year of office, declared that 
he had always kept two main considerations m view : 

“ Firstly, the Price Stop Decree is no rigid measure 
wMch subjects the pricing system, and therewith the 
whole economic activity, to a dead norm. Secondly, 
it is not a measure wMch is intended to be per- 
manent.” ^ 

W hil e resisting applications for permits for exemp- 
tion from the decree in all cases where these appeared 
to be unjustified, he gave them freely wherever he 
considered that a proper case had been made out. 
Thus — though he had a large scope for saying no — 
he was none the less ready to allow price rises above 
their level on the basic date. As a result of tMs the 
wholesale prices of manufactured consumption goods 
rose by 4-8 per cent, between October 1936 and 
October 1937 and by 2-9 per cent, between April 1937 
and April 1938. But it must be borne in mind that 
the major part of tMs price increase was due to the 
rise, between October 1936 and 1937, in the price 
of imported materials, or to the utilisation of new 
domestic raw materials, the prices of wMch were 
adjusted as a rule to the prices of the corresponding 

1 J. Wagner, “Die Preispolitik im Vierjahresplan ”, in Kider Yortrdge, 
1938 . 
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imported materials. Rubber was an exceptional case, 
as its price was doubled in 1937 owing to the imposi- 
tion of a very bigh customs duty on imported rubber, 
tbe proceeds of wMcb were earmarked as a subsidy 
for tbe construction of factories for making Buna, or 
synthetic rubber. 

Tbe rise in consumption goods prices would bave 
been greater bad it not been for tbe action of tbe 
Price Commissioner in lowering certain prices by 

During tbe course of 1937 reductions ranging from 
5 to 10 per cent, were made in tbe retail prices of a 
large number of branded goods, chiefly in tbe sphere 
of electrical equipment, wireless accessories, chemical 
goods, clocks and watches and proprietary foods. 
Wireless valves were reduced by 20 to 25 per cent. 
At the same time agriculture was helped by a decrease 
of from 25 to 30 per cent, in the price of artificial 
fertilisers ; staple fibre was reduced by 9-1 per cent., 
aluminium by 7-6 per cent., flat glass by 10 per 
cent., etc. 

Tbe Business Research Institute has estimated that 
tbe saving to consumer’s incomes from these measures 
was of tbe order of 300 million RM. per annum. As 
tbe total of retail sales in 1937 reached 31 milliard 
RM., tbe actual benefit was not great ; but it bad a 
certain psychological efiect on consumers and may 
bave bad some repercussions on other commodities, 
as it lessened tbe price difEerential against branded 
goods and tended to increase their demand at tbe 
expense of non-branded goods. Tbe burden of tbe 
price cuts was divided between tbe manufacturers, 
tbe wholesalers and tbe retailers, though not always 
in equal proportions. 
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There are two points of importance in connection 
with, the price cuts which need to be emphasised. In 
the first place, the reductions were not, as in 1931, 
imposed from above upon the iadustries and traders 
concerned. They were the outcome of the negotia- 
tions between the Price Commissioner and Industrial 
Groups, Chambers of Commerce, etc., and though no 
doubt they represented a compromise between the 
“ more ” which the Commissioner would have liked 
and the “ less ” for which the trade contended, the 
actual cuts could be described as agreed reductions. 
Once promulgated, they became biading on every 
one. Secondly, the cuts took place for the most part 
in industries in which cartel or other price agreements 
had been in force for a long time. They were products, 
the prices of which had fallen relatively little during 
the slump of 1930-32, and with the great extension 
of demand resulting from full employment the firms 
were rria.ViD g large profits. Despite high taxation, 
rising labour costs, and such factors as the industrial 
levy for subsidising exports, there are many eco- 
nomists and others in Germany who regard the price 
reductions as far too modest and who believe that 
much more can and should be done in this direction. 


Feeling in certain sections of the National Sociahst 
Party is particularly strong against the cartels, whose 
prices, stabilised at the level of October 17, 1936, 
are believed to yield enormous profits under present 
conditions. 

It remains to notice one further element in price 
control which is indirect. Stress has continually been 


laid by the Price Commissioner and by the authorities 
generally upon the desirability of proper book-keep- 
ing and cost accountancy. In several of the decrees 
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regulating the priciug system of individual branches 
of industry, e.g. the printing trades, it was laid down 
that even the smallest business must keep books. In 
a circular by Dr. Sehacht in his capacity as acting 
Minister of Economics, on November 12, 1936, it was 
expressly laid down that it was the duty of the Groups 
to foster and encourage book-keeping amongst their 
individual members. Firms should not only keep a 
pront-and-loss account, but also should be in a position 
to know what their costs of production actually were. 
With the aim that thereby unnecessary price increases 
might be avoided. In the handicrafts 
deal of propaganda work in favour of proper book- 
keeping has been carried out. Whether an accurate 
knowledge of costs is Hkely to lead to independent 
price reductions is not altogether clear. Experience 
m many countries of the use made before tariff boards 
of costings is not very encouraging from this point of 
View, but there can be no doubt of their value in a 


Group a great 


system of State-controlled or regulated prices. 

It is clear that a price-control system of the German 
type may appear water-tight on paper, and may seem 
to give Satisfactory results as judged by official 
statistics of price movements, but may yet be largely 
evaded. Manufacturers and traders can secretly alter 
the quality of their goods to which the price lists 
apply ; they can refuse to sell except in sma.l] amounts 
(e.^r potatoes only 10 lb. at a time) and so get the 
higher price permitted for such sales ; they can 
en eavour to tie up the sale of one thing, which the 
purchaser wants, with that of others which he would 
not buy if freedom of choice ; they can 

s orten the period during which payment must be 
made or exact a premium for prompt delivery, and 
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Ldng eS SJVT 
£ j.i,° ^r.+nW-cr price control, and some 

f -f Hptv in 1936 before the 

appointment « ^agner. That aU evasion has 

disappeared s ^ ^^omulgation of the Price Stop 
Decree is higUy improbabi,^ 

by now accumulated a VAv^rr „ -j ui 

, . • , ,• '^ary considerable experience 

in the administration Qf ,/ x-u ix- 

„ . ^ system ; tne penalties 

for evasion are severe • i • x 

. , , . 1 vi^nere is no appeal aeamst a 

punishment imposed bv fi,« -d • n • • \ 

and the risks of being reported considerable. In the 

case of commodities \pp,- r j ix • i 

, T are dealt in on a large 

sea e, an w ic represej^^ great bulk of aE trans- 

ac ions, 1 won no appear that either direct or 

m irec^ evasions sirfig^eiently important to alter 
appreciably the 

official BtatiBtes of wl,<,le,^^ and most retail prices.* 
Changes of quahty havp . o , f 

nection with the transitioj^ to the use of new domestic 
raw ma CTia s, u ese cannot be treated as evasions 
of the official price control. The most frequent and 
substantial cases of evasi^j^ of the Price Stop Decree 
take p ace w ere in contracts are made, as in 

t e case o persona services^ transactions with handi- 
cra t wor ers, e c., and to some extent in building. 


the movement qj wholesale prices 

• discussion of control may be concluded 

with t e o able showing price changes in 

Germany smee 1933 : ^ ^ ^ 

1 See below, pp. 185-6, for ... , 1 . • , x 1 1- • 

index number. ^ observation on tLe official cost of living 
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TABLE XXYin 

Wholesale Pkece Index 
(1913 = 100) 


5 

i 

Oct. 

1928 

Oct. 

1933 

Oct. 

1934 

Oct. 

1935 

Oct. 

1936 

Oct. 

1937 

March 
1938 1 

Agricultural produce . 

134-8 

92-7 

100-9 

104-2 

103-8 

1050 

105-6 1 

Industrial raw materials and semi- 
finished goods : 

Total ..... 

133-4 

88-9 

92-1 

92-5 

94-7 

94-8 

94-4 

Iron ..... 

127-8 

101-7 

102-5 

102-4 

102-5 

103-0 

103-7 

Non-ferrous metals 

107-0 

50 2 

45-3 

51-7 

52-8 

57-7 

50-9 

Textiles .... 

152-3 

65-7 

80-8 

86-1 

89-5 

83 0 

80-2 

Skins and leather . 

145-1 

61-6 

61-5 

60-8 

72-5 

74-4 

74-4 

Manufactured goods : 

Total ..... 

160-0 

113-8 

117-9 

119-2 

122-4 

125 9 

126-0 

Production goods . 

138-6 

114-0 

114-0 

113-0 

113-2 

113-1 

113-0 

Consumption goods 

176-1 

113-7 

120-8 

123-9 

129-4 

135-6 

135-7 

General index .... 

140-1 

95-7 

101-0 

102-8 

104-3 

105-9 

105-8 

Special indices : 

Building costs 

177-0 

126-6 

132-5 

131-3 

133-2 

135 3 

136-0 

Raw materials : 

Prices det-ermined at home . 

134-6 

103-6 

104-9 

104-6 

105-4 

104-5 

104-9 

Prices determined in world 
markets .... 

131-4 

64-0 

70-4 

71-9 

76-4 

74-7 

71*5 


In the above table tbe contrast between tbe 
general level of wholesale prices between 1937 and 1928, 
tbe last year of comparatively full employment, but 
when Germany was stib on tbe ordinary Gold Standard, 
is noteworthy. Tbe price changes between October 
1936 and October 1937, i.e. tbe first full year during 
which tbe Price Stop Decree was in operation, are of 
special interest. Tbe rise of only 1-6 poiuts in tbe 
general iudex shows a remarkable degree of stability 
at a time when a large part of productive capacity 
was being strained to tbe limit. Tbe faU in “ raw 
material prices determined in tbe world market ” from 
76-4 in October 1936 to 74-7 took place entirely in tbe 
latter part of 1937. In April 1937 this index stood at 
80-6. Tbe decrease in tbe last column (March 1938) 
iu tbe case of non-ferrous metals, textiles and “ raw 
material prices determined in tbe world market ” 
reflects tbe general decline in tbe world prices of 
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primary produce. They thus indicate the extent to 
which the German price structure is still influenced 
by changes in external prices. It is also clear that 
the Price Stop Decree has not resulted in all prices 
being merely stabilised at their level on October 17, 
1936, but that many individual prices have been 
lowered where circumstances made this possible. 
Finally, in interpreting the table as a whole it must 
be borne in mind that the general index of wholesale 
prices is a weighted index and that the prices of 
agricultural produce play an important part in deter- 
mining the general average. 

PROFITS 

It may well be asked how far the maintenance of 
stable prices on the whole, associated as it was with 
the enforced reduction in the prices of aU branded 
goods and a declining tendency in the prices of many 
production goods and semi-manufactured articles, was 
compatible with the earning of profits. Actual wages 
paid in many trades (especially where overtime was 
worked) were rising in 1936 and 1937, and less efficient 
workers had to be drawn into employment ; while the 
attainment of full capacity removed or diminished 
the scope for further reductions in average costs as a 
result of the spreading of overhead costs over a larger 
output. The following table shows for 1 ,420 companies, 
having a nominal capital of 8-5 miUiard KM., an 
analysis of the principal items in their accounts from 
1932 to 1936 : 


[TABLE XXIX 
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TABLE XXIX 

Analysis of Returns of Companies ^ 





Million EM. 



■Written off 
for 

Depreciation 

Gross 

Earnings 

Wages and 
Salaries 

Profits 

Losses 

1932 

730 

5,800 

2,700 

250 

640 

1933 

740 

6,300 

2,900 

360 

240 

1934 

890 

8,000 

3,650 

450 

80 

1935 

970 

9,500 

4,350 

500 

40 

1936 

1,160 

11,300 

5,080 

590 

70 


The data are not available to carry this analysis 
beyond 1936 ; but in a smaller group of 50 large 
companies with a share capital of 2-1 milliard EM., 
for which the figures exist, the net profits rose from 
174 milli on EM. in 1936 to 188 million EM. in 1937. 
Whereas the total national income increased from 
1935 to 1937 by 12-4 milliard EM., the income from 
wages and salaries only rose by 6-5 milliard EM., 
while profits of industry and trade rose by 3-5 mil- 
liard EM. and undistributed company profits by 1 
milhard EM.=“ 

The Deutsche Volkswirtschuft for May 2, 1938, 
observed that the balance-sheets for 1937 puhhshed 
during the earher months of 1938 “ show almost with- 
out exception, an increase of hquid funds, often larger 
figures for stocks, and almost all, very substantial 
sums put to capital account ; they mostly show 
further a higher balance of net profit and in part a 
larger payment of' dividends, and almost without 
exception a larger volume of orders ”. The many 
foreign observers® who, already in 1935 and 1936, 

^ Wirtschafl wnd Statistihj 1938, ISo. 14, pp- 576-7. 

2 Cf. Table XXXIV on p. 193. 

® Cf. F. di Fenizio, “ Osservazioni sul controUo dei prezzi in Germania ”, 
in, Giomale degli Eaynomisti for 1935. 
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propliesied the collapse of the Germaii price and 
economic pohcy, owing to the rise in costs and the 
impossibihty of firms contiauing to make profits under 
such conditions, have once again been proved to be 
in error. Like farmers, industriahsts are apt to 
grumble and complain that they are working at a 
loss, if some of the profits which they would otherwise 
have made are taken from them by circumstances 
which are beyond their control. There can be httle 
doubt that profits were harder to make in 1937 th an 
in 1936, but they were undoubtedly made, and as a 
rule on a higher scale.^ There is a tendency to over- 
look the importance, in making for large profits, of 
a continuous high level of output with full order 
books ; stable interest rates ; low marketing costs ; 
and efficiency wages which, if not completely stable, 
at least have not been rising fast. 

EETAIL PRICES 

The only general German index number of retail 
prices is the cost of living number, which is based 
on a family budget for a working-class family of four 
persons. It has been exposed to a good deal of 
criticism * on the ground that the allowance for cloth- 
ing, heating, etc., is far too exiguous. This criticism 
is beside the point, unless there are reasons to beheve 
that the prices of articles of working-class consump- 

^ The present writer was told early in 1938 that there had latterly been 
an enormous increase in the sale of pictures, old furniture, objets (Tart, etc. 
in Berlin, and that this was a sure sign of great prosperity in the business 
community ; it might of course also be interpreted as a sign of fear of 
future inflation (though there was no evidence of this in other directions), or 
of a desire to escape future taxation. 

^ Cf., for example, the remarks in the Department of Overseas Trade 
Report on Economic Conditions in Germany of March 1936, p. 231. 
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tion, wMch. are not included in the index number, 
have risen more than those which are so included. 
There are, however, three vahd reasons for which the 
index number can be criticised as not affording an 
accurate picture of the rise in the cost of hving. In 
the first place, the cheaper quahties of food, clothing, 
etc., on which figures for these items are based, are 
not always to be had and the consumer is driven to 
buy better qualities at a higher price. Secondly, in 
some cases, especially clothing, where the admixture 
of staple fibre has resulted in a deterioration of quality, 
what is nominally the same type of article may in 
reality be an inferior one. Thirdly, “ the figure for 
housing is becoming progressively less representative 
from year to year, since it is based upon rents pay- 
able in respect of dwellings constructed before 1918, 
whereas in actual fact living accommodation is more 
and more taking the form of houses built since that 
year 

There can be no doubt, and it is accepted by 
German economists generally, that the ofl&cial cost of 
living index number does under-estimate the actual 
extent to which this cost has risen since 1932. But 
any estimate of the allowance to be made for changes 
in quality, etc., must be so arbitrary as to have httle 
quantitative value. AU that can be said is that 
German economists do not beheve that the allowance 
is so large as to make the index number unusable for 
such purposes as computing the direction of changes 
in real wages. 

With this general warning the foUowing table show- 
ing the ofEcial figures for the cost of living in Germany 
is appended : 

^ Report, of Reiciiskreditgesellschaft for 1937-38, p. 51. 
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TABLE XXX 

Cost of Livuig Index Number 
(1913-1914 = 100) 



1928 

1932 

1933 

1934 

1935 

1936 

1937 

March i 
1938 ; 

Food 

153*0 

115-5 

113-3 

118-3 

120-4 

122-4 

122-3 

122-3 1 

Housing . 

125-7 

121-4 

121-3 

121-3 

121-2 

121-3 

121-3 

121-2 : 

Heating and Lighting 

136-5 

127-3 

126-8 

126-6 

126-2 

126-0 

125-3 

125-5 

Clothing . 

170-3 

112-2 

106-7 

111-2 

117-8 

120-3 

125-7 

129-4 ! 

Miscellaneous . 

170-1 

146-8 

141-0 

140-0 

140-2 

141-4 

142-3 

142-5 j 

General index . 

151-7 

120-6 

118-0 

121-1 

123-0 

124-0 

125*1 

125-5 1 


WAGES AND WAGE POLICY 

It has been pointed out elsewhere ^ that wages, after 
reaching their highest point in 1930, i.e. well after the 
boom of 1927-29 had come to an end, were heavily re- 
duced in 1931 and 1932. When the National Sociahst 
Government came into power at the beginning of 
1933, wage rates were on the average about 22 per 
cent, lower than at the peak of 1930, while earnings 
were 30 per cent, lower than in 1929. A good many 
rates continued to fall slightly duriag 1933, but were 
stabihsed in 1934 at the level they had then reached. 

The National Sociahst Government abohshed (in 
principle) the old system of collective agreements 
{Tarifvertrdge) but it was immediately enacted that 
the existing collective wage agreements in force should 
be observed for the time being. The power of fixing 
minimum wage rates whether for a single undertaking 
or for a whole industry was given to State officials, 
appointed by the Ministry of Labour, who were known 
as Trustees of Labour. These Trustees have in fact 
revised wage rates throughout Germany and as many 
as 7,000 wages determinations {Tarifordnungen) were 
issued by them between 1934 and the end of 1937. 
But these determinations have been concerned essenti- 
ally with systematising the previous chaotic wage 

1 Cf. p. 24. 
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agreements, wliich. had been negotiated between local 
trade unions and employers. It has been a matter 
of fundamental Government poKcy that the general 
level of efficiency wages, as embodied in the basic 
wage rates in force at the beginning of 1934 should 
remain unchanged. Down to the time of writing (the 
summer of 1938) tariff wage rates have been maia- 
tained at their 1934 level. The index number of tariff 
wage rates, which was 100 in 1934, was 100-1 in 
December 1937. This stabihty, however, applies only 
to the Tm'Tn'mum basic rate which every worker is 
entitled by law to receive. Down to July 1938 there 
was nothing to prevent the employer from offering 
higher wages than the tariff rates, and he has been 
encouraged to do so, in so far as the higher wages cor- 
responded to greater efficiency. In certain industries, 
notably building and engineering, the employers were 
not permitted to offer higher wages to individual 
workers as a means of enticing them away from their 
previous employer. If higher wage rates are offered 
they must be offered to the whole body of employees. 
During the second half of 1937 and the early part of 
1938 there was in fact a considerable rise in hourly 
wage rates in many of the production goods industries.^ 
It must not be imagined that, even where hourly 
wage rates themselves were unchanged, this necessarily 
involved stability of earnings. For one thing there 
has been an increase in the length of the working day, 
and as German tariff wages are hourly rates, this has 
meant that earnings have risen considerably. In 1937 
the average length of the working day was 7- 68 hours, 

^ Tiius in a machine tool factory in Hamburg visited by the writer in the 
Spring of 1938, where the average tariff wage of skilled workers was 72 
pfennigs per hour, the average actual wage was 1*20 RM. per hour. 
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as compared with 6-91 hours in 1932, but the average 
concealed considerable variations. Thus the working 
day for metal workers in 1937 was 8-49 hours, but for 
textile workers only 7-52 hours. In an important 
group of industries overtime has been worked since 
1936, and higher rates for overtime go to swell the 
earnings of the workers concerned. Again, in com- 
parison with 1932-33, the regularity of work has 
greatly increased ; not merely are there no spells of 
imemployment except in the purely seasonal trades, 
but the working week, at any rate in the last two 
years, has been continuous and uninterrupted. Weekly 
earnings have further been increased by the trans- 
ference of workers who have acquired a certain degree 
of skiU into higher wage scales,^ by the much greater 
prevalence of piece wages in industry and by the 
provision for the payment of full wages during 
holidays and national festivals. 

The Business Research Institute has made the 
following calculation of the relative importance of 
the different factors entering into the increase of 
industrial wages : 

TABLE XXXI 


SoTJECBS OF Increases in Total Indvstrial Wages “ 



1937 over 1933 

1937 over 1936 

Million 

KM. 

Percentage 
of Total 

Million 

KM, 

Percentage 
of Total 

Increase in number employed 

4,044 

65-1 

939 

60-4 

Lengthening of working day . 

711 

11-4 

176 

11-3 

Higher wage rates 

835 

13-4 

289 

18-6 

Promotions to higher paid posts 

624 

10-1 

151 

9-7 

Total 

6,214 

100-0 

1,555 

100-0 


^ In 1936 tHe number of wage-eamers in Class V 111, i.c. in receipt of 
wages of 42 RM. or over, was double that in 1934. 

^ Quoted in the Report of the Reichskreditgesellschaft for the first half 

of 1938, p. 43, 
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Finally, account must be taken of family earnings 
as well as individual earnings. Whereas at the 
beginniug of 1933 there were 1-6 wage or salaried 
earners per family, this had risen by the end of 1936 
to 1-8, or by 13 per cent., and it has certainly increased 
further since then in view of the large number of 
women who have been brought back into industry 
duriag 1937 and 1938. 

According to a recent census of wages and earnings 
taken in Germany, weekly wages (earnings) per head 
had risen in 1937 by 11-9 per cent, since 1934, and 
real earnings, i.e. wages corrected for the rise in the 
ofibcial cost of hving index, by 7- 7 per cent.^ 

The spread of money wages in Germany is con- 
siderable, as in England. The following examples 
show some of the average weekly gross earnings in the 
different industries in 1937 : 

TABLE XXXII 

Weekly Eaenings in Various Industries 


RM. 


Metal-working industries ..... 49*28 

Cheinical „ .... 49-78 

Book printing ...... 59-86 

Skilled linotype operators on night duty . . 110*00 

Linen industry (male assistants) . . . 20-00 

Linen „ (female „ ) . . . 14*50 

Bookbinding (skilled females) .... 27*70 

All industries (skilled and semi-skiUed males . 43*70 

„ „ (male assistants) . . . 33*50 

„ „ (female workers) . . . 21*80 

General average (males and females) . . 36-30 


The figures given so far refer to gross wages, but 
the question arises how these are related to net wages. 

^ The following figures calculated over the cost of living index number 
show the rise, on this basis, since 1932 of the average real wage (before 
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In Germany direct taxation hits even the low-paid 
wage-earner in the form of the wage tax. It is esti- 
mated that the average deduction from gross wages 
for taxation in 1932 was 3 per cent. ; in 1934 this 
amounted to 4 per cent, and in 1936 and 1937 to 
4-5 per cent. The deductions for social insurance 
amounted to 9-5 per cent, in 1932 and to 9-0 per cent, 
from 1934 to 1937. Thus total deductions in respect 
of taxation and social insurance were 13-o per cent, 
in 1936 and 1937. To this must he added the weekly 
contribution to the Labour Front which is estimated 
by a German source at 1-5 per cent. This is said to 
be a lower contribution than was formerly paid, at any 
rate by skilled workers, to the trade tmions. But the 
Labour Front embraces all workers, whereas only a 
section of the workers was organised in the trade 
unions. There is further the weekly contribution to 
the Winterhilfe (the fimd for the relief of poverty in 
the winter months), which is a very small sum for the 
average wage-earner ; and the cost of his uniform if 
the worker belongs to the S.A. The total deductions 
may therefore be put at an average of from 15 to 20 
per cent, of the gross wage. This is also borne out by 
recent German estimates (end of 1937) that the 
average gross wage of all workers was 36' 3 BM. per 
week, and the average net wage, after aU deductions, 
was 29 EM. {Deutsche V olkswirtschaft, September 
1937). 

deduction of taxation and insurance contributions, etc.) of the German 
industrial wage-earner : 

July-December 1932 = 100 

1933 1934 1935 1936 1937 


Average weekly real earnings 
Average hourly real earnings 


106*7 111*4 114*2 117*7 121*8 
104*4 104*9 106*3 107*2 108*9 
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The wage-tax is a rauch smaller average burden 
than the social insurance contributions, of which the 
unemployment insurance contribution under present 
conditions is clearly a tax on wages, since the annual 
surplus of revenue over expenditure in the fund is 
very large.^ While the wage-tax is heavy on a 
bachelor, it diminishes to a very low figure in the case 
of a married couple with children, as can be seen 
from Table XXXIII : 


TABLE XXXni 
Details of Tax ox Wages 


1 


Wage Tax per Month (RM.) 

Bachelor 

Married 

Married with 
One Child 

Married with 
Two Children 

Income of 1700 RM. per annum 

9-1 

4-42 

1*82 

nil 

„ 2100 RM. 

13-52 

6-80 

4-16 

1-82 

„ 2700 RIVL 

23-42 

11-44 

8-32 

5-98 


• m 

• • 

■ • 

* ■ 


The married wage-earner with an annual income of 
2,700 EM. would pay no wage tax if he had four 
children. 

It must be remembered that the very heavy levies 
on gross wages which have been described in the fore- 
going pages do not represent something entirely new 
in Germany. Taxation of wages has been a long- 
standing feature of the German tax system. Even in 
1929, at the top of the boom, the wage-tax was 
per cent, of the average gross wages, and insurance 
contributions were per cent. In the depression 
years 1931 and 1932 these figures were 3 per cent, 
and Oj per cent, respectively. To these must be added 

^ In December 1937 it was announced that a large part of the annual 
surplus in future would be allocated to the finance of marriage loans, family 
allowances and to help other insurance funds, especially old age and in- 
vaUdity. 
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(for ttose who paid them) trade union contributions. 
The total figure for 1936 and 1937 of 14| per cent, 
for wage-tax and insurance contributions is thus not 
much in excess of the former scale of deductions ; 
while various measures since adopted, such as the 
graduation of the Burgersteuer or poll tax imposed 
in 1931, and the much more liberal allowance for 
children, have at least hghtened the burden for 
families with several children. 

The distribution of the national income before 
deduction of taxation is shown in Table XXXIV : 

TABLE XXXIV 


Analysis of National Income ^ 



Milliard RM. (Milliard Marks for 1913) 


1913 

1928 

1933 

1984 

1935 

1936* 

1937 

1. Agriculture and forestry 

5-8 

5-8 

4-2 

5-1 

5*6 

5*5 

5-6 

2. Profits of industry and 
trade 

9-2 

12-2 

6*4 

7-2 

8*5 

10-4 

12-0 

3. Wages and salaries 

20-7 

42*6 

26-0 

29-2 

32-3 

35*3 

38*8 

4. Interest 

5*7 

2*8 

2*4 

2*6 

2*6 

2*7 

2*8 

5* licD-t • • • • 

0*9 

0-8 

0*7 

0*8 

0*8 

1*0 

1*0 

6. Pensions and social insur- 
ance benefits 

1-4 

8*4 

8-5 

7-8 

7*7 

7-4 

7*0 

Private Income : 

43-6 

72-7 

48-2 

52*6 

57*5 

62-3 

67*2 

Add : 

7. Undistributed Company 
profits ... 

1*2 

1-3 

0-2 

0-7 

1*2 

1*8 

2*2 

8. Earnings of pubUc 

undertakings 

9. Employers’ contribution 

to social insurance 

M 

2-5 

0-8 

DO 

11 

1-6 

1*5 

0-5 

2*3 

1-7 

2-0 

2-2 

2*4 

2*6 

10. Taxes not included in 
private income . 

0-1 

3*0 

2-3 

22 

2*3 

2-3 

2-3 

Deduct : 

11. Double counting owing 
to public transfers of 
income 

0*8 

6-3 

6-6 

5-8 

5-7 

5*3 

4*9 

National Income 

45*7 

75*4 

46*6 

52-7 

58*6 

65-0 

71-0 

* From 1936, including the Saar. 





^ Stdtistisches JahTbuchf 1937, p. 534, and WiTtschoft und StatistHc, 193^ 
No. 20, p. 804. 
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CHAP. 


LABOUR POLICY 

One of the earliest steps of the National Socialist 
Government in 1933 had been to dissolve all the 169 
trade nnions then existing ^ and the employers’ associa- 
tions, in so far as the latter constituted organisations 
for bargaining with labour. In place of these there 
was formed the German Labour Front, which took 
over the funds of the trade unions. In principle 
membership of the Labour Front is voluntary, but in 
practice all workers belong to it and so also do most 
employers.^ The latter are iucluded on the ground 
that the Labour Front should incorporate in one 
body all those engaged in economic activity (Zusam- 
menschluss alter schaffenden Deutschen), whether hand 
or brain workers. The Labour Front is not a part of 
the machinery of the State and is in no way subject 
to the hlioistry of Labour ; it is in legal fiction an in- 
dependent organisation of the National Socialist Party. 
Its functions are set out in the Decree of October 
24, 1934 : “ The aim of the German Labour Front is 
the formation of a real community of achievement 
{Leistungsgemeinschaft) amongst the whole German 
people. It must seek to ensure that every individual 
can take his place in the economic life of the nation 
iu that mental and physical condition which will make 
for his greatest achievement, and thereby secure the 
greatest gain to the community as a whole. . . . The 
Labour Front must seek to preserve industrial peace 
by inculcating in employers {Betridtsfiihrer) an tmder- 
standing of the legitimate claims of their employees 

^ At the begimdng of 1933 out of about 15 million wage -earners, approxi- 
mately 5 millions were organised in trade unions. 

2 Li 1937 the Labour Front had a membership of 25 million persons and 
a yearly income of over 360 million RM. 
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(Gefolgschaft), and in the employees an nnderstanding 
of the situation and the possibilities of the business 
in which they are working. ... Its duty is to find 
that compromise between the legitimate interests of 
aU concerned, which corresponds to the fundamental 
principles of National Socialism, and which will hmit 
the number of cases which are referred for final 
decision to the State authorities estabhshed under the 
law of January 20, 1934. ... It has the duty of 
administering Kraft durch Freude (Strength through 
Joy) and has to supervise vocational training.” 

The Labour Front has no direct power over wages 
and conditions of work and, in general, it has no 
mandatory authority to intervene in industrial rela- 
tions, though the functions it exercises in the concilia- 
tion of disputes keep it m close contact with every 
aspect of these relations. 

With its large revenues and staff, and the authority 
of the Party behind it, the Labour Front is, in practice, 
one of the most powerful organisations in the country, 
and its activities are extraordinarily many-sided. 
Thus it devotes mauy milli ons of marks annually to 
the relief of those of its members who are in poverty 
or distress, and also contributes large sums to the 
finance of working-class housing. It has a section 
entitled “ Beauty of Work ” {Schonheit der Arbeit), 
which annually inspects factories and workshops aU 
over the country and makes suggestions for improve- 
ments in such matters of lighting, canteens, washing 
arrangements, rest and recreation facilities, etc. The 
suggestions are only in the form of “ recommenda- 
tions ”, but the employer who ignores them without 
beiug able to show good cause is likely to find that the 

Labour Front has at its command means of persuasion 

» 

o 
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which, are none the less effective for being unofficial. 
It is calculated that in 1936 and 1937 employers were 
“ induced ” to spend sums amounting in aU to over 
300 million RM. on improvements to their premises. 
There is also an annual competition for the honour 
of being designated a “ model business ” {Muster- 
betrieb), i.e. a concern which has reached the highest 
standard in its provision for the welfare of its em- 
ployees. Those who gain this distinction (the number 
is dehberately kept quite small) are allowed to display 
a special token on their works and on their notepaper ; 
it is an honour which is greatly prized on general 
grounds and which, from an advertising point of view, 
brings with it some solid economic advantages. In 
the early summer of 1938 as many as 84,000 businesses 
competed for this honour, and they were able to prove 
that they had expended voluntarily 786 million EM. 
(nearly £40 millions) in welfare schemes, housing, etc., 
on behalf of their employees. One hundred and two 
firms in all gained the distinction. 

The Labour Front, further, has developed on a most 
elaborate scale the vocational training of the youth of 
the country. A recent census based on the Labour 
Books of the wage-earning population has shown 
that 13 out of every 100 German workers must be 
classified as unskilled {ungelernt). Compared with 
other coimtries it seems a low proportion, but it is 
the aim of the Labour Front to reduce this stiU 
further. Apart from all the schemes of apprenticeship 
and the very numerous schools of vocational training, 
it has estabhshed in every town and village of Ger- 
many, with the aid of an army of voluntary workers, 
a system of competitive examinations (both theoretical 
and practical) for German workers engaged in their 
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various occupations. Some two million persons take 
part annually in tMs competition, and by a weeding- 
out process this number is reduced to about 5,000, who 
come from all over Germany for a final examination 
{ReichsberufswettJcmnpf) in a German city (in 1937, 
Hamburg). Of these some three or four hundred are 
selected as the winners (Reiclissieger), and for them the 
path to advancement is rapid and sure. But many of 
the better qualified of those eliminated in the earlier 
rounds of this vast examination are marked out for 
special consideration and assistance. It is the aim of 
those at the head of the Labour Front that no one of 
real capacity throughout Germany shall fail to get 
his chance of rising to the top for lack of opportunity 
or want of money. 

The most spectacular of aU the activities of the 
Labonr Front is Kraft durch Freude.^ In part it is a 
vast travel organisation for enab ling the German 
workers to get cheap holidays. It owns its own fleet 
of large steamers and provides sea trips of a week or 
more for the equivalent of two or three pounds, and 
organises holiday excursions to the Bavarian Alps 
and other beauty spots of Germany. Six milhon 
persons took part in these trips in 1936. It further 
provides concerts and musical entertainments, even 
in the smaller villages, at prices which the masses can 
afford, and it encourages sport in many ways. 

The legal position of labour is governed by the 
law of January 20, 1934, for the Regulation of National 
Labour. The scope of this law is too wide even to be 
fully summarised here, and the reader is referred to 

^ For a faYouxable appreciation of the value of what is done hy Kraft 
dutch Freudcy on the part of a hostile critic of National Socialist Germany, 
cf. The House that Hitler Built, hy Professor S. H. Boberts, pp. 224-8. 



198 THE ECONOMIC RECOVERY OF GERMANY, 1933-1938 chap. 


the excellent summary in IMr. Eawhns’ Report on 
Economic Conditions in Germany to 1936 (Cmd. 641 
of 1936, pp. 212-20). It must suffice here to say that 
all strikes and lock-outs are prohibited, and collective 
disputes ^ (those arisiug between the employees of a 
firm and the management of that firm) are regulated 
by the Labour Trustees, who are State officials under 
the Minister of Labour. The Labour Trustees have 
absolute powers, subject to the general direction of 
the State, to fix miriiTnnm wages, and they have 
power, in the Tarifordnung which they prescribe for 
an industry or any branch of it, to increase hours of 
work up to a maximum of ten hours. So far as wages 
in excess of miriirmTm rates (down to June 25, 1938) 
are concerned, these are determined by the employer 
after consultation with the Confidential Council, and 
only in case of a dispute which cannot be settled 
within the business is reference made to the Labour 
Trustee, who then acts as arbitrator and from whose 
decision there is no appeal. 

Every business employing more than twenty people 
has a Confidential Council {Vertrauensrat) consisting 
of from two to ten members of the staff and the 
employer. The worker’s representatives are elected 
by secret baEot from a panel of names drawn up by 
the employer in co-operation with the leader of the 
works cell (group of Party members within the works). ^ 

^ Individual disputes over the interpretation of the contract of service 
are settled within the firm with the aid of the Confidential Council and of 
officials from the Labour Front, or, if no agreement can thus be reached, by- 
appeal to a liabour Court. The Labour Front provides free legal assistance 
to every worker. Although the number of disputes referred to the Labour 
Courts is much fewer than formerly, it is still considerable. In 1936, the 
last year for which there are figures available, the number of cases settled by 
this Court was 174,476 as compared with 427,604 in 1929. 

® The last election to the Confidential Councils took place in the spring 
of 1935 ; since then the tenure of the holders of this office has been prolonged 
by law. 
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The duty of these Councils is to improve mutual 
relations and to act as an intermediary between 
employer and employed. They have to he consulted 
in the drawing-up of works rules, the fixing of fin.es, 
etc.^ The legal power of the Confidential Councils, 
which are merely advisory bodies, are certainly very 
much more restricted than those of the Works Councils 
under the Works Councils Act of 1920, and the em- 
ployer clearly has an important voice in their composi- 
tion.® But the old Works Councils, even in the most 
favourable period of their short existence, were not 
able to do much to curb the arbitrary power of the 
employer,® while by 1932 the depression had deprived 
them of practically all influence. Discussions with 
employers and with labour officials in Germany give 
the impression that although the nominal power of 
the employer is now greater than in 1932, his actual 
scope for abusing his authority is less. In any case, 
f ull employment and acute labour shortage must 
strengthen the position of the worker vis-a-vis his 
employer, in so far as there is no legal restriction on 
the former’s right to change his place of work. 

If a worker, who has worked in the firm for one 
year, is dismissed, he can, provided the firm employs 
at least ten persons, appeal to the Labour Court 
against the dismissal. If the Court decides that the 
employer’s decision is harsh and unreasonable and not 
necessitated by the financial position of the firm, it 

^ All fines go to the welfare funds of the Party. 

® The chief assistant to the Trustee of Labour for the N'ordmark told the 
author in the spring of 1938 that in his experience the Confidential Councils 
were not mere cyphers, concerned only with carrying out the poHcy and 
wishes of the employer, but genuinely represented and upheld the interests 
of the employees. 

® Cf. C. W. Guillehaud, The Works Council * A Gerrmin Experiment in 
Industrial Democra>cy, chap. vi. 
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must order the withdrawal of the notice, and decide 
the amount of compensation payable to the worker 
if the employer refuses to obey the order. 

Finally, there is the institution of the Courts of 
Social Honour {Soziale Ehrengerichte). These Courts 
are empowered to try cases where either a worker or 
an employer has ofiended against “ social honour 
In practice the majority of cases have been brought 
against employers on such grounds as that they have 
“ abused their position in the firm, mahciously ex- 
ploited the workers or insulted their honour The 
Court can warn, reprimand, fine up to 10,000 RM., 
or remove an employer from his position as head of 
the firm. This last penalty is only rarely inflicted. 
In the important area of the Nordmark, including 
Hamburg and Eliel, there were twenty-fi.ve Social 
Honour decisions affecting employers in four years, 
in only one of which an employer was deprived 
of his position, while the remainder were fined. But 
there were many more cases where the employer 
was warned by the Labour Trustee, with the threat 
of the Court of Social Honour in the background. 

Without a very extensive first-hand knowledge of 
labour conditions throughout Germany, it would not 
be proper to attempt to make any generalisations as 
to the present state of industrial relations in Germany. 
But this much may be said : Firstly, National 
Sociahst policy in t hi s matter has been directed 
towards raising the status of the worker (the ordinary 
wage-earner) in the social scale, both as a desirable 
end in itself, and as a partial make-weight or quid 
pro quo for the loss of elected trade unions and for 
many other restrictions on the freedom of self- 
expression. How far the German worker is satisfied 
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witk tlie quid “pro quo miist remain a matter of opmion 
— in. any case tliis aspect cannot be disentangled 
from many other considerations which afiect the 
mind of the worker.^ But there can be no doubt as 
to the ability with which those in control of the 
State have sought to achieve this end. When Herr 
Hitler, echoing Frederick the Great, ^ said, “ I am the 
first worker \ATheiter\ in my State ”, he was making 
a very profound appeal to the imagination of the 
masses. The chief national holiday. May 1, is Labour 
Day, and across most of the banners in the processions 
are written the words, “ Honour work and esteem the 
worker 

The compulsion on all young men, in addition to 
military service, to spend half a year doing hard work 
with pickaxe and spade in the Labour Service, is one 
of the most widely known innovations of the new 
regime. Thereby it is sought to weld the youth of 
the nation into a real community irrespective of class 
divisions, and at the same time to inculcate the lesson 
of the dignity of manual labour. For six months 
these men work without pay to improve the soil of 
Germany, and “no matter to what position in life 
they return, they bring with them a clear conscious- 
ness of the truth that work is not only a means of 
earning money, but is the moral basis of national 
life Another, min or but none the less significant, 
illustration of the attitude of the Party is the pressure 
brought to bear by the Labour Front upon employers 
and leading executives of large firms to take theic 
lunch at the canteen with theic employees at regular 


1 See also below, pp. 269-70. 

2 Frederick the Great said : “ I am the first servant {JDiener) of my 
State 
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intervals ; tMs is apt to be a source of embarrassment 
to both parties, but is particularly unwelcome to many 
employers. Social status counts in Germany for more 
than in most other countries, and National Socialism 
has worked hard to enhance the self-esteem of the 
worker. Secondly, although the Labour Front includes 
employers, and was intended to represent the com- 
munity of interest of all those engaged in productive 
work, it has almost inevitably developed a strong pro- 
worker bias. Even German employers who are en- 
thusiastic National SociaHsts are wont to use harsh 
words when discussing the activities of the Labour 
Front and the extent to which they interfere with 
their businesses. Very many of the employing class 
have found that the httle finger of the Labour Front 
is thicker than the loins of the old trade unions. The 
trade unions could at least be fought, but behind the 
Labour Front stands the all-powerful Party. To regard 
the Labour Front as a tool of the capitahst classes for 
keeping the workers in subjection would be a complete 
misconception of the actual situation. Thirdly, the 
extent to which abihty and capacity are recognised 
and helped to-day in Germany represents a very real 
step forward towards the goal of the equalisation of 
opportunity. Neither lack of money nor considera- 
tions of social class are allowed to stand in the way 
of real merit. A great deal is done both to discover 
and to encourage and foster native abihty, wherever 
it is to be found. Fourthly, Germany has always been 
a very advanced country in the matter of the regu- 
lation of labour conditions, and this tradition is stiU 
continuing. The present writer,^ who had made a 
somewhat intensive study of some aspects of labour 

^ a. op» cit. on p. 199 n. above. 
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legislation in the Germany of the Weimar Constitution; 
gained the impression, on revisiting Germany under 
National Socialism, of a continuity of pohcy in regard 
to the care for and protection of labour which he had 
not altogether expected to find. To some extent 
the same individuals {e.g. Dr. Syrup) who had held 
important posts in the Labour Ministry under earher 
Governments were stiU in high offices there, and the 
general attitude towards the improvement of labour 
conditions had certainly not become less progressive. 

It is known that there is a new law in process of 
preparation which will amend the present Law for 
the Eegulation of National Labour of January 1934, 
and all the indications point to a number of very 
substantial changes being made, which will improve 
the position of labour and involve further encroach- 
ments on the freedom of action of employers in the 
sphere of industrial relations. It is necessary, how- 
ever, to make one reservation. During the latter part 
of 1937 and still more in the early months of 1938, 
the tremendous pressure exerted to carry out the 
Second Four- Year Plan led to the relaxation of many 
provisions for the protection of labour (hours of work, 
juvenile and women’s labour, etc.), and therefore to 
some deterioration in actual working conditions, 
though there was a certain financial compensation 
in the form of higher rates for overtime work. This 
deterioration was excused on the ground of urgent 
national necessity, and was officially regarded as 
merely a temporary measure, that would be withdrawn 
as soon as the state of emergency was over. It is 
right that both the fact and the official explanation 
should be recorded. 
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THE STANDARD OP LIVING 

It is no easy matter to estimate tlie aggregate effects 
of the economic policy of Germany in recent years 
upon the standard of hvingd There are many factors 
■which have to be taken into account, and some of these 
are intangible and cannot be assessed in terms of a 
money sum. 

Some Hght on the standard of li'ving can be 
obtained from the output of consumption goods. 
Although the output increased considerably in 1933 
and 1934, there was actually a decline in 1935 on 
1934, due partly to the after effects of the hoarding 
scare of 1934, and partly to raw -material diflS.- 
culties which resulted from the cutting-do'wn of 
imports in that year. In 1936, on the other hand, 
there was a very considerable rise in the consumption 
goods output and this was continued in 1937 and 1938. 

The ofidcial index number for the production of 
consumption goods of elastic demand shows the fol- 
lowing changes : 

TABLE XXXV 

Index Numbers of Output of Consumption Goods 

(1928=100) 


1929 monthly average . 

97-0 

1932 


yy • 

74-0 

1933 

fj 

yy • 

80-1 

1934 


yy • 

89-6 

1935 

JJ 

yy • 

85-6 

1936 

ft 

yy 

95-6 

1937 

fy 

yy • 

101-5 

1938 

yy 

yy • 

107-4 

(1st quarter) 




^ It mnst be borne in mind throngbont the follo'wing pages that the term 
“ standard of li'ving ” is beiag used solely in its economic sense. We are 
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• *N. ~ ' 

The general magnitude of industrial production in 
1937 as compared with the last boom year of 1928 
and with the depression year of 1932 can be seen 
from the following estimates prepared by the Business 
Research Institute : ^ 

TABLE XX5VI 

German Industrial Production* 


!Milliard RM. corrected to 1928 
Price Level 



1928 

1932 

1937 

Total ...... 

33-7 

19-6 

40-0 

Capital goods ..... 

13-5 

5-0 

17-6 

Other production goods 

6-8 

4*6 

8-5 

Consumption goods : 

(a) elastic demand: textiles, house- 

hold utensils, etc,, boot sand shoes 

8*4 

5-6 

8-5 

(&) inelastic demand : mainly food- 

stuffs ..... 

5-0 

4-4 

5-4 


* Net production values. 


In comparing the above figures for 1937 with those 
for 1928 it must be remembered, firstly, that the 
population of Germany was larger by 3J milli ons ia 
1937 than in 1928, so that a good deal of the increase 
in output of consumption goods would be absorbed 
by the growth of the population, and also that the 
average age of the population was older, so that there 
was a larger proportion of adults ; secondly, that the 
real national income was swollen in 1928 by the large 
volume of imports, especially of food, but also of other 
consumption goods financed by foreign loans, though 
against this must be offset a much greater volume of 
export goods in 1928 than in 1937, and there was also 

concerned here with problems of “ economic welfare ” and not of “general 
welfare 

^ Quoted by the Reichskreditgesellschaft : Report for the first half 
of 1938, p. 16, 




206 THE ECONOMIC EECOVERY OF GEEMANY, 1933-1938 chap. 

in domestic production a larger amount of working 
for stock in 1928 than in 1937 ; thirdly, that the 
figures iu the above tables of output of consumption 
goods relate only to industrial production and do not 
iuclude foodstuffs other than manufactured food- 
stuffs. The general conclusion to be drawn from these 
figures would seem to be that the standard of living 
of the population as a whole, as measured by the 
available supply of industrial consumption goods, 
was much higher in 1937 than it was in 1932, and that 
by the later date it had about regained the level of 
1928. 

The relative position of 1937 in comparison with 
1928 appears in a more favourable light in the fol- 
lowing table : 

TABLE xxxvn 
Real Income and Consumption^ 

(Calculated over the Cost of Living Index Number) 


In Milliard EM. 




1929 

1932 

1937 

National income 

• 

74-8 

56*8 

87*5 

Income from wages and salaries . 

• 

42-4 

32-3 

48-5 

Turnover of retail trade 

« 

36-0 

28*5 

37*6 


But even apart from the inadequacies of the cost-of- 
hving index number itself, this table exaggerates the 
apparent rise in real income and consumption since 
1932, since there is reason to believe that the prices of 
articles not consumed by the working classes have risen 
relatively more than the prices of those articles of 
working-class consumption represented in the cost-of- 
living index number. It is unfortunately not possible 
to estimate the allowance to be made for this factor. 

^ Frankfurter Zeitung, April 1, 1938. 
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The broad conclusion that the standard of living in 
1937 had approximately reached the level of 1928-29 
is borne out on the whole by the figures of consump- 
tion per head of foodstuffs, etc. : 

TABLE xxxvni 

Consumption pee E!ead of Foodstuffs, etc.^ 

Consumption per Head i 

I 

1929 1932 1937 * 


Wheaten flour (kg.) . 

• • 

55-7 

44-6 

55-4 

Rye flour (kg.) 

• • 

51-8 

53-5 

54-8 

Meat (kg.) 

• * 

44-9 

42-1 

45-9 

Lard (kg.) 

• * 

8-2 

8-5 

8-1 

Butter (kg.) 

• • 

8-0 

7-5 

8-9 

Margarine (kg.) 

• ■ 

7-0 

7-8 

5-4 

MjJk (Utres) . 

• • 

. 1170 

105-0 

111-0 

Eggs (units) 

• • 

. 141-0 

138-0 

122-0 

Fish (kg.) 


9-2 

8-5 

12-2 

Potatoes (kg.) . 

• • 

. 172-0 

191-0 

174-0 

Sugar (kg.) 

• ■ 

23-4 

20-2 

24-0 

Tropical fruits (kg.) 

• • 

7-8 

8-0 

5-8 

Coffee (kg.) 

« • 

1-9 

1-6 

2-1 

Beer (litres) 

« 9 

88-6 

51-4 

62-9 

Cigars (units) * 

• • 

. 107-0 

85-0 

129-0 

Cigarettes (units) 

. 

. 520-0 

483-0 

609-0 

Smoking tobacco (for pipes) (kg.) 

0-6 

0-5 

0-5 


* When the German is feeling prosperous he smokes cigars, but when things are 
going badly he falls back on his pipe. 


Some of these changes in consumption between 
1929 and 1937, such as the increase for rye flour as 
against wheaten flour, the decrease for margarine, and 
the increase for flsh, are largely the results of Govern- 
ment pohcy. In the case of potatoes the increase in 
1932 and fall-back in 1937 shows clearly the results of 
the change from depression and poverty to a condition 
of boom and relative prosperity. 

The following extract from the Eeport of the 

1 Eeport of the Eeichskreditgesellschaft for the first half of 1938, p. 44. 
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Reiciiskreditgesellscliafb for tlie first half of 1938 
illustrates another method of approach : 

“ The greater part of the goods which pass over to 
final consumption come through the hands of retail 
traders, and a study of retail trade figures is thus 
capable of yielding useful evidence as to the propor- 
tion of total income which is devoted to consumption 
purposes. During the years 1936 and 1937 retail sales 
averaged 44 per cent, and 45 per cent, of the national 
income respectively, whereas the ratio m 1928 and 
1929 was about 48 per cent. What this means is that 
substantial shifts have taken place in the disposition 
of national iucome in favour of public and “ organised ” 
expenditure and consumption. In 1937 retail sales 
totalled 30-9 milliard RM., and were thus more than 
8 milliard RM. higher than in 1932, though stiU. about 
6 milliard RM. below the level of 1929. When account 
is taken, however, of the fact that retail prices were 
about 27 per cent, higher in 1929 than in 1937, it 
appears that goods sold — and therefore efiective 
consumption — ^were in volume terms higher in the latter 
year than in the 1928-29 period in respect of most 
articles ; though, in addition, considerable changes 
have no doubt taken place both in the d i stribution of 
expenditure among the various types of goods and in 
the quality of the goods bought.” ^ The reference in 
the last sentence to quahty is important. There is no 
means of estimating precisely how much the quality, 
for example, of textile goods has deteriorated as a 
result of the compulsory admixture of staple fi.bre with 
cotton and wooUen goods. There is reason to beheve 
that this deterioration was serious in 1935 and 1936, 
when manufacturers had not yet gaiued experience in 

^ Loc, cit. pp. 45-6. 
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tte blending of tbe new and old fibres, and wben 
manufacturing processes were stiU relatively im- 
perfect. But since then important progress bas been 
made in both respects and the inferiority of the new 
products has certainly become much less marked. 

Stfil less, however, is it possible to evaluate the 
degree and importance of “ psychic dissatisfaction ”, 
which arises when consumers are unable to buy what 
they want at the moment and have to be content with 
something difierent, e.g. with beef when they want 
pork, or if they are told to eat fish instead of meat. 
The amount of weight to be attached to this factor 
is clearly a matter of individual judgment.^ 

Over and above those which have already been 
discussed, there are certain other elements in the 
standard of living in Germany which merit attention. 

The Jews and non-Aryans constitute over 1 per 
cent, of the total population of Germany. It is clear 
that discriminatory legislation coupled with admini- 
strative measures which have been taken against 
them are reducing the standard of life of the whole of 
t.biR section of the population, and no account of the 
standard of living in Germany can ignore this fact.* 

A great deal has been done in recent years to 
improve the conditions of the poorer sections of the 
German population. The marriage loans, to the 
number of 925,000 (600 million BM.) from August 
1933 to March 1938, and with an average value per 
married couple of 660 EM., are not merely a part of 


^ The more effectively propaganda can steer consumption voluntarily 
into the direction desired by authority the less is likely to be the amount of 
psychic dissatisfaction. Cf. pp. 163-5 above. 

2 This eniorced reduction in the standard of living is also being imposed 
on a number of those priests and clergy of the Christian Churches who are 
in open opposition to tenets of the National Socialist regime. 
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population poKcy, tkey are also a very genuine im- 
provement of tke conditions of those who are setting 
up a home. Moreover, since 1935 and 1936 , in poor 
families a single gift of 100 EM. has been made for 
each child in excess of four, while running allowances 
of 10 EM. per month were paid in respect of each 
c hil d in excess of five.^ Here again the political 
motive is obvious, but English experience shows that 
serious poverty arises most commonly where the size 
of the family is above the average. The WinterMlfe, 
a fund administered by 1 , 450,000 voluntary workers, 
is raised partly by a very small levy per head of the 
employed population and partly by collections and by 
gifts in kind ; including the value of the latter it 
produces annually a larger total sum than the whole 
of the yield of the property tax (Vermogensteuer). It 
constitutes an organised charity on a scale not known 
in Germany before 1933 , and it distributed nearly 
1-5 milliard EM. between 1933 and 1937 , chiefly in the 
form of gifts of food and coal during the winter months 
to those with large families or whom misfortune has 
reduced to poverty. Further, by legislation and by 
direct measures the standard of living of the half 
million home-workers {Heimarbeiter), who form an 
important section of the population in many of the 
country districts, has been raised in a very marked 
degree above its former level. There are many other 
directions, such as public health, especially in the 
factories, vocational guidance and training, the 
equalisation of opportunity by the reward of merit 
irrespective of class or wealth, labour service and 

^ In April 1938 the income level for the receipt of family allowances was 
raised to 8,000 RM. per annum, and the allowance of 10 RM. per month was 
given already in respect of the third and fourth child, while 20 RM. were 
given for the fifth and each succeeding child. 
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SO on, in which, directly or indirectly the standard, of 
Living is being raised in Germany. In some aspects 
of social welfare German practice is clearly in advance 
of practice in other countries. 

Another important element in the condition of the 
people is the universal extension of the system of 
holidays with pay, which, combined with the organisa- 
tion on a vast scale of cheap holidays by the Kraft 
durch Freude section of the Labour Front, has brought 
travel and recreation within the reach of the masses 
of the population. The Germans themselves attach 
very great importance to this form of collective ex- 
penditure on behalf of the wage-earning classes, and 
though they may tend to exaggerate it, it is certainly 
a factor which cannot be ignored. 

On the other side of the picture must be mentioned 
the state of housing, which is still far in arrears despite 
the 1,400,000 dwellings which have been built between 
the end of 1932 and the end of 1937. 

In conclusion, it is incontrovertible that the 
standard of living as a whole, taking into account 
employed as well as unemployed, has risen very 
materially since 1932. It would no doubt be possible 
to find individuals or individual sections of the 
population whose standard of living had not risen, 
or even had fallen, but the general picture of improve- 
ment could not be gainsaid. Those who speak of a 
very low standard of Living in Germany to-day are 
either ma.1ririg a comparison with 1928, in which case, 
allowing for changes in the value of money and the 
absence of imports of foreign capital, the difference 
certainly is not large'; or are comparmg Germany 
with England, which is being largely helped by her 
interest on foreign capital previously invested abroad ; 

p 
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or are comparing what is with what might be, if 
Germany were to devote a smaller proportion of her 
real national income to investment (above ah, re- 
armament) purposes, and were still to enjoy the advan- 
tages of full employment.^ 

bio one who is acquainted with German conditions 
would suggest that the standard of living is a high 
one, but the important thing is that it has been rising 
in recent years, and that the attitude of a people 
towards their standard of hving (even if it is low) is 
very difierent according as it represents an improve- 
ment or a deterioration on what they have experienced 
in the recent past. K the intensification of rearma- 
ment which took place in the summer of 1938 were 
to continue, or if a war were to break out, there 
would undoubtedly be a marked deterioration of the 
standard of living below the 1937 level. But with 
any general measure of appeasement in Europe, leading 
to a decrease in armament expenditure, it should 
certainly be possible to raise further the German 
standard of hving. 


^ See below, pp. 234-^1. 



CHAPTEE V 


SOME BASIC EEATUEES OF THE NATIONAL 
SOCLALIST ECONOMIC SYSTEM 

This chapter is an atterapt to sum up in a few words 
what would appear to be the salient characteristics 
of the German economic system as it took shape during 
the years 1933 to March 1938. 


STATE CONTROL OVER INVESTMENT, THE MONEY MAR- 
KET, THE RATE OF INTEREST AND THE FOREIGN 
EXCHANGES 

By the establishment of a rigid and highly efiective 
control over the foreign exchanges the German 
economy has in a large measure, though by no means 
completely, been rendered independent of fluctuations 
in the outside world. Under these conditions external 
changes could alter the total volume of Germany’s 
foreign trade, but could not cause wide divergences 
to occur between the value of imports and exports 
taken as a whole. 

Down to the end of 1937 it was in fact possible to 
preserve a favourable balance of trade and to redeem 
a considerable part of the foreign debt whose existence 
has been, and stiU is, so great a handicap to Germany’s 
freedom of movement in her commercial relations 
with foreign countries. As a further result of foreign 
exchange control the internal monetary and price struc- 
ture has been divorced from world price movements 
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and from the influence of gold. The export of capital 
also can be efiectively held in check.^ 

Inside Germany the monetary system has been 
based on the general principle that the efiective 
volume of money and credit in circulation should 
keep pace with the growth of production and the 
output of goods and services.* 

Unlike the American experiment of the New Deal, 
and disregarding the views of many recent monetary 
“ reformers ” of the Major Douglas type, the Germans 
in their recovery measures have laid predominant 
emphasis upon investment as contrasted with direct 
transfers to consumers. They have proceeded along 
the common-sense lines that work and production 
alone constitute the real source of the wealth of a 
community, and have relegated money to the sub- 
ordinate though very important role of flnancing 
investment in all its forms, including output of 
every kind — ^but chiefly output in the production 
goods industries; and they have left it to the in- 
vestment and employment thus created to produce 
incomes and savings. In the process they have 
adopted what, in appearance at least, has been a 
purely inflationary policy, inasmuch as the money (it 
is entirely immaterial that it should have taken the 
form of bank credit and not of paper money) has been 
created by the Reichsbank and the banking system as 
a whole in advance of the production of wealth — 
though not, be it noted, in advance of the orders for 
the production of wealth. The result has demon- 

^ The disadvantages of the control of the foreign exchanges are stressed 
above, pp, 70-2. 

® The Germans are fond of the slogan “ MengenhonjunTdur statt Preis- 
IconjunJdur by which they mean that their objective is a boom expressed 
in volume of output and not in value due to price rises. 
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strated in practice tlie truth, which R. F. Kahn iu 
this country has propounded in theory, namely, that 
the creation of money (inflationary finance) cannot 
produce an inflationary rise in the general level of 
prices, with all its attendant evils, so long as there 
is an abundant amoimt of idle resources and unused 
productive capacity available. Expressed in technical 
language, what is needed is that the short-period 
supply curves of output as a whole should be highly 
elastic.^ It is true that there are two conditions which 
must be fulfilled in order that this general proposition 
may be valid : there must be substantial stability of 
the level of efficiency wages, and the process of money 
creation must not be accompanied by the export of 
capital on a large scale, i.e. by a flight from the 
currency. But in the case of Germany both these 
conditions have in fact been satisfied as a result of 
direct State intervention. 

It would not appear that, in adopting this policy, 
the Germans were governed by considerations based 
on economic theory and analysis,^ but rather by the 

^ R. F. Kalin, “ Home Investment and Unemployment ”, Economic 
Journal, June 1931. 

2 Since the appearance of Mr. Keynes’ General Theory of Employment, 
Interest and Money many Germans have tried to rationalise their ofScial 
policy by reference to his theories. Independently (in whole or part) of 
Mr. Keynes, German economic writers, such as Richter-Altschafier, Nahmer, 
Griinig, Fohl and others, have developed theories on somewhat similar lines. 
But there is no evidence to show that the original poHcy was influenced at 
all by abstract theories. In so far as there could be said to have been an 
economic theorist of early National Socialism, Herr Gottfried Feder, who 
belonged to the extreme left-wing of the Party and subsequently fell into 
disfavour and obscurity, would seem to have the best claim to the title. 

Dr. Schacht has been the financial genius of the new economic system, 
but the agricultural and industrial controls have mainly been worked out 
empirically by the civil servants and administrators, with some regard to 
war-time methods, e.y. those developed in England in 1917-18 — Wehrwirt- 
schaft, it may be noted, is now an important special branch of economic 
study in Germany. 

In the case of agriculture the ideas of the pre-war (German economist, 
G. Ruhland, appear to have been of great importance. 
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necessities of the situation in which Germany found 
herself in 1933. At that time the production goods 
industries were abnormally depressed and suffering 
ffom vast unemployment. By contrast, the con- 
sumption goods industries were doing relatively well. 
It was natural, therefore, to apply the stimulus of 
State orders to that part of the economic system 
which was hardest hit, and where, moreover, con- 
siderations both of the supply of raw materials, and 
“ labour intensity ” made it probable that a given 
expenditure of public funds would give rise to the 
maxirnmn amount of new employment. Moreover, 
the decision not to devaluate had left the German 
price level above that of the countries which had 
devalued their currencies, and made it imperative to 
do nothing which could raise initially the general 
level of prices, such as allowing wages or individual 
prices to rise, or relying upon an expansion of con- 
sumer’s demand reacting back on the demand for the 
products of this investment goods industries. In any 
case the high rate of interest would have impeded this 
latter type of reaction, while any growth of consump- 
tion would have increased the imports of foreign raw 
materials for which finance could not be provided. In 
these circumstances to have attempted to finance 
consumption would have been worse than useless, so 
the only alternative left was to concentrate every 
effort upon creating employment and stimulating out- 
put. Even the novel device of using employment 
creation bills as a means of financing public invest- 
ment, may be said to have originated automatically 
out of the breakdown of the capital market, combined 
with the then existing legal provisions governing the 
lending powers of the Reichsbank. 
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WMe recovery has been directly based upon the 
expansion of State investment, at first in the form 
of public works but later to be potently reinforced by 
rearmament expenditure, a most essential feature has 
been the control of the volume and direction of 
private investment. In place of the ordinary profit 
incentive to investment in a free economic system, 
there has been a careful and thorough regulation 
which was initially designed mainly in order to pre- 
vent over-investment in particular industries, but was 
subsequently extended to the general allocation of 
investment in accordance with its importance for the 
needs of the State. 

The role of the rate of interest as an index for the 
distribution of investment has been greatly restricted; 
and once the rate of interest had been reduced by 
deliberate measures to a level which was low in rela- 
tion to the prospective return on capital, it was 
stabilised at that level by means of an appropriate 
manipulation of the money and capital markets.^ At 
the same time the Law preventing the distribution 
of dividends in excess of 6 per cent., together with 
the control over new capital issues, has greatly 
lessened the importance of the Stock Exchange, 
except as a market for dealing in old shares, and has 
eliminated its influence as a potential disturbing 
factor in economy. 


STABLE WAGES AKD STABLE PRICES 

The level of minimum tariff wage rates has been 
kept unchanged since 1933, though there have been 

^ The stabilisation of the long-term rate of interest since 1935 has been 
a factor of great importance both from the standpoint of saving and of 
investment. 
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considerable increases in actual hourly earnings, and 
still more in weekly earnings, especially in the pro- 
duction goods industries. Earnings have risen owing 
to such causes as the rise in efficiency, the scarcity 
of labour, the extension of piece- wages, overtime, etc. 
But basic efficiency rates have not been altered, and 
the most important siugle factor making for a general 
rise in prices has thus been eliminated. 

Prices have been subjected to a control of in- 
creasing intensity, culminating in the Wage Stop 
Decree of November 193i6, which imposed a general 
prohibition on all price increases without the express 
sanction of the Reich Commissioner for the Forma- 
tion of Prices. Since 1933 a large number of prices 
have fallen as a result of State intervention, but still 
more have risen. However, the net result was a rise 
of only 13 per cent, in the general wholesale prices 
index number between 1933 and March 1938. 

AVhen it is remembered that in March 1938 Ger- 
many was in a state of full employment (in the usual 
sense of this term), that there was an extreme scarcity 
of labour, and that many of her most important 
industries were working to capacity, with heavy over- 
time, this relative stabilisation of wages and prices 
must be regarded as a very remarkable achievement. 
It is certainly nniqne in economic history down to 
the present time. 

A EEaULATED AND EISCIPLENTED ECONOMY 

It is difiScult to conceive of anyone who had read 
the preceding chapters of this book and yet failed to 
realise the enormous extent and complexity of State 
regulation and interference. Whether in the relation 
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of employers and their workers, or the choice by an 
individual wage-earner of his place of employment 
or even the nature of his employment, or the kind 
and quantity of raw material that an entrepreneur 
can buy, or the disposal of his produce by the peasant 
— in aU these and a thousand other ways, the free 
use of individual discretion and judgment is liable to 
be restricted and controlled. 

One of the main planks in the original (and stih 
unaltered) programme of the National Socialist Party, 
drawn up by Hitler in 1920, is the slogan “ Getneinnutz 
vor Eigennutz ”, i.e. the interests of the community 
must take precedence over the interests of the indi- 
vidual. Now it is probable that the citizens of every 
country would pay at least lip-service to the principle 
embodied in this slogan ; but its application in 
practice must mean (and this again is true for every 
country) the subordination of the interests of the 
individual to what the ruling power in the State 
decides to be the interests of the community. In 
Germany the unparalleled amount of interference with 
personal freedom of action in the economic sphere, is 
justified and excused, by those in authority, by refer- 
ence to this overriding principle of general pohcy. 

It must be borne in mind that German National 
Socialism is opposed in principle to State management. 
They have in fact de-nationalised and de-munici- 
pahsed many undertakings ; the most conspicuous 
exception to this, the Hermann Goering works, being 
due to quite exceptional circumstances.^ It is a 
cardinal tenet of the Party that the economic order 
should be based on private initiative and enterprise 
(in the sense of private ownership of the means of 

^ See above, p. 104. 
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production, and the individual assumption of risks) 
though subject to guidance and control by the State. 
Thus the greatest stress is laid on the value of personal 
achievement and of emulation as a spur to action. 
Nothing is more abhorrent to the Germans th g -n the 
suggestion that there is any parallel between their 
system and that of Soviet Eussia. They contend that 
theirs is not even, in the strict sense, a “ planned 
economy”, since it has neither a central plannmg 
body nor a central plan at the back of it.^ It may be 
said, indeed, that the German economic structure 
suffers from some of the disadvantages and enjoys 
freedom from some of the defects of a more ordered 
and organic system. There is undoubtedly a con- 
siderable lack of co-ordmation between different parts 
of the body economic, which gives rise to many difid- 
culties, to loss of individual tempers and of general 
efficiency; and it is by no means always true that 
the right hand of official authority knows what the 
left hand is doing. Both a priori considerations and 
a knowledge of conditions inside Germany must lead 
to the conclusion that a modern complex economic 
system, such as prevails there, cannot be drastically 
regimented without a vast amount of friction. Indeed, 
to imagine that the German economic machine works 
with a precise clockwork efficiency would imply a very 
false picture of the reality. The machine creaks 
and ^oans, but nevertheless moves with surprising 
rapidity ; nearly everybody grumbles — but every- 
body conforms. 

It must be recognised as a major factor in the 
German economic recovery that on the one side there 

1 The Second Four-Tear Plan comes very near to this, but still may be 
held to have only a limited and temporary objective. 
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is a central will capable of quick decision and armed 
with supreme authority, while on the other side there 
is a highly disciplined organisation of the productive 
forces of the whole economy. 

It is not, however, the case that this organisation 
exists solely in order to register and carry out orders 
which it receives in detail and without having any 
voice either in their framing or their execution. There 
is a great deal of consultation with the industries con- 
cerned before important measures are decreed, and a 
very genuine attempt is made to preserve a certain 
measure (as much as is found possible) of individual 
enterprise and initiative. The major decisions on 
policy are finally taken at the top ; for example, by 
Field-Marshal G-oering or one of his subordinates ; but 
the execution of the poMcy is left to the individual 
Group or Sub-Group concerned to carry out as it finds 
best. Even in the Groups or the Sections of the Food 
Estate the so-called “ leadership ” system {Fuhrer- 
prinzip) is dominant, and there is no possibility of a 
recalcitrant minority or even, in extreme cases, a 
majority standing out against a decision binding on 
aU members of the Group or Section.^ As a rule, 
therefore, the individual shopkeeper or manufacturer 
gets his instructions from the Group to which he 
belongs and not direct from a State ofB.cial. The 
instructions may of course stiU, be unwelcome, but 
they have at least been worked out (cf. the official 
reduction in prices of branded goods in 1937) within 
the Group, and therefore with a knowledge of the 

^ Where the Group or Section could not agree on a matter coming within 
its competence, this would be referred for decision to a higher authority 
within the economic organisation. The stringency of the “ leadership ” 
principle in industry has been a good deal modified in more recent years by 
the provision of rights of appeal. 
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tecimical and. other considerations involved. 

So far as price-fixing and marketing are concerned, 
the control of industry is chiefly in the hands of the 
cartels, and although these are subject to a certain 
supervision by the Groups, the latter are forbidden 
to take any direct part in the determination of 
marketing conditions and price policy. The general 
pohcy then is to make as much use as possible of the 
machinery of self-govemment in the different parts of 
the economic system. On the other hand there is an 
army of State ofiS.cials to see that the innumerable 
Decrees and regulations are carried out and a great 
deal of valuable time is wasted in negotiating with 
them.^ It should in justice be added that tbis type 
of ojficial interference with the conduct of business is 
chiefly confined to firms engaged in foreign trade, or 
which require permits in order to procure raw materials. 
But here the “ paper war ” (Papierhrieg) flourishes at 
its maximum intensity. The Minister of Economics, 
Herr Funk, stated in a recent speech that the German 
export trade involves 40,000 separate transactions 
daily ; yet for a single transaction as many as forty 
different forms have commonly to be fiUed in. 

Finally, one thing remains to be said on the basis 

^ Of. the following lament from Die Deutsche Y olhswirtschaft for April 
1938 ; “ The head of a firm is often treated by some young junior official 
or departmental representative, as though he was in the dock, if any measure, 
which is necessary in the business interests of the firm or is due to special 
circumstances, offends against even a letter of some almost incomprehensible 
regulation. ... It is true that the employer today is left with nothing 
but duties. If he fu lfils them, it is taken for granted, and he gets no recogni- 
tion. But woe to him if he neglects one of his duties, then there is the devil 
to pay, although it is scarcely possible any longer for him to fulfil all the 
duties which are more and more piled upon him, as though his capacity for 
work were inexhaustible.” The same journal, for March 1938, cites the 
(possibly exceptional) case of a sugar factory which wanted to put up a 
small boiler-room with an electric power connection. Before it could do thia 
it had to obtain permission from twelve different authorities, each of which 
required multiple copies of drawings and specifications. 
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of many pronouncements of tlie leaders and spokes- 
men of German economic policy : tke existing extent 
of interference and regulation is officially regarded as 
something abnormal and temporary — the result of 
the emergencies of the present time. It is by no means 
thought of as an end in itself ; the hope is continually 
held out that, if and when these stresses relax, and 
Germany can regain a greater degree of freedom of 
movement in her economic life in general, it may be 
possible to cut away much of this vexatious and 
cumbersome network of decrees and regulations. 


THE WITHDRAWAL OP AGRICULTURE PROM THE 
ORDINARY PRICING SYSTEM 

The whole of German agriculture has been organised 
as a complete and distinct economic entity within the 
Food Estate. A comprehensive marketing organisa- 
tion has been set up involving the control of production 
and distribution at every stage from the farmer to the 
consumer. The extent of the control varies a good 
deal : in the case of production it is more commonly 
indirect, through price regulation, expert advice and 
propaganda ; but in the case of distribution the control 
is mainly direct. The farmer receives neither a mini- 
mum nor a maximum price, but a guaranteed price 
for his produce, while for each succeeding stage until 
the produce reaches the consumer, prices are fixed on 
a reproduction cost basis, allowing the merchant, 
miller, manufacturer, retailer, etc., their costs, together 
with a standard rate of profit on the turnover. 

In the early years, 1933 to 1934, producer prices 
of agricultural products were raised from the low 
level to which they had fallen in the slump, and then 
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substantially stabilised at a level wLicb allowed the 
farmer wbat was at first a favourable remuneration, 
but wMcb. later declined as farming costs and prices 
of industrial products rose in 1936-37. Tbe aim here 
bas been to protect the farmer from the ordinary 
fluctuations of market prices and to give him economic 
security, so that he can carry out his main duty of 
supplying the basic food requirements of the German 
people. 

Partly on racial and pohtical grounds the peasant 
(and the agriculturist iu general) is regarded as being 
in a very special degree entitled to protection of the 
State. Agriculture is thought of as a way of life 
rather than only one of many ways of earning a living ; 
and the peasant is taught to regard himself as the 
backbone and aristocracy of the nation, the custodian 
of the purity and vigour of the German race. The 
Hereditary Farms Law, with its creation of a great 
class of peasant holdings which are entailed from 
father to son and free from the possibility of mortgage 
indebtedness in future, is an outstanding example of 
this attitude. 


STATE EECOGNITION OP THE RIGHT TO WORK 

The National Socialist State professes to guarantee 
to all its citizens that it wfll provide them with the 
means to work. This does not mean that no un- 
employment is allowed to exist, for there are obviously 
seasonal variations in employment as well as the 
normal turnover of labour and personal factors which 
can lead to a man being thrown out of work. But it 
does mean that the State will not tolerate the existence 
of long-term unemployment on a large scale. Bather 
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than permit this the State will itself provide alternative 
employment in some form — if not “ regular ” then 
“ substitute ” employment. 

As a corollary to this recognition of the right to 
work the State imposes the duty to work, and this is 
a very far-reachiug obhgation. It can mean that the 
State has the right to lay down the conditions under 
which a man shall work. The State can say to a 
man : You shall work in this occupation ; you shall 
work for ten hours and for these wages ; and you 
shall work where you are told to work, even though 
it is a different district from that in which you are 
now living. 

It is important here to make the distinction be- 
tween pohcy under normal conditions and policy 
under conditions of great national emergency, such 
as war or the imminent threat of war. The signi- 
ficance of this distinction can be illustrated from 
German history since 1933. 

During 1933 and 1934, when there was extremely 
heavy unemployment, very large numbers of men 
(800,000 on the average throughout 1934) were em- 
ployed on emergency rehef works and in the Labour 
Service, where they worked hard and received only 
pocket-money and their keep and lodging — the latter 
often under canvas. If the work had not been 
provided for them they would have been receiving a 
very meagre relief allowance at home for doing 
nothing. They quite possibly were rather better off 
(especially from the physical point of view) than if they 
had remained at home ; but it is an essential point 
that they did not receive ordinary wages in return 
for their labour. The wiUingness of the imem- 
ployed to work under these conditions (alternatively 
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tte power of the State to make them do so) was 
thus a factor of great importance in the whole 
situation.^ 

Dur ing the years 1935 to the end of 1937, the 
Labour Service (about 200,000 men) was retained, 
not as a form of substitute employment, but as a 
training iu physical work for yoimg men ; on the 
other hand, emergency relief work by degrees dwindled 
into msigni6.cance as the workers were absorbed into 
normal employment. Now, during this period, apart 
from occupational guidance which was not coercive, 
and some restrictions afiecting certain categories of 
labour, it is broadly true to say that there was no 
interference with the freedom of the vast mass of 
individual workers either to choose their occupations 
or their place of employment. Basic wage rates had 
been stabilised at their 1933-34 level, but there was 
nothing to prevent the employer from paying more, 
or the worker from changing his employment if he 
thought he could get higher wages elsewhere. Strikes, 
it is true, were prohibited and disputes were required 
to be submitted for compulsory arbitration ; but in 
place of the old trade unions, which had been abolished, 
there was the Labour Front which was very active in 
many directions in defence of the workers’ interests ; 
and there was a form of workers’ representation ® in 
all save the very small factories. There was also 
that interesting innovation, the Courts of Social 
Honour {Soziale Ehrengerickte) whose influence is not 


^ It must be remembered that msurance against unemployment in 
Germany only began in 1927, and that its finance broke down completely 
in the depression of 1931-32, -with the result that the great majority of aU 
the sis million unemployed were beiug maintained on an extremely esiguous 
scale of poor relief. 

^ Of. Chapter IV, pp. 198-9- 
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to be measured merely by tbe number of cases actually 
brought before tbem.^ 

Thus from 1935 to 1937 we do not get tbe im- 
pression of highly abnormal conditions from the point 
of view of the position of labour in a modern industrial 
system ; and it would not be in accordance with the 
facts to represent the German worker at this time as 
httle better than a serf with no hberty of action or 
movement. 

Considerable changes took place in the relations 
between the State and labour in the summer of 1938, 
and though it is, strictly speaking, outside the period 
covered by this book, their great importance may be 
held to justify some reference to these most recent 
developments. Owing to the increase in political 
tension in Europe as a result of the Czechoslovak 
dispute, the German Government decided to fortify 
with aU possible speed the Western frontier of Ger- 
many and to speed up rearmament in general. It 
must be remembered that Germany was already in a 
state of full employment and that her available 
reserves of labour had been exhausted. A Decree 
was issued on June 28, 1938, empowering the State 
to call upon any citizen in the country to perform 
work of urgent national importance. Under this 
Decree hundreds of thousands of men were drafted 
from their normal occupations, e.g. as builders m 
Berlin and elsewhere or as road-workers, to work on 
the new fortifications.* It was laid down, however, 
that the remuneration of this conscripted labour 
should be not less than that which the men previously 
had been earning, and in the administration of the 

^ Cf. Chapter IV, p. 200. 

2 This conscripted labour was demobilised in October 1938. 

Q 
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measures it was arranged tliat those called up should 
be almost entirely unmarried men. Legally the 
decree was held to represent Arbeitspfiicht but not 
Berufszwang. This meant that there was a com- 
pulsion to work but not a statutory interference with 
the individuars normal choice of occupation — the 
men called up were deemed to be seconded ’’ from 
their ordinary work for a temporary period of national 
•emergency, the presumption being that when the 
emergency was over they would return to their usual 
employment. By another important decree the 
functions of the State-appointed Trustees of Labour 
were extended, and they were empowered to issue 
binding orders to cover all wages and labour con- 
ditions, whereas previously they had been concerned 
only with minimum wages and conditions. This 
power, however, was confined to industries which 
were scheduled by the Minister of Labour ; and down 
to the present (October 1938) it has only been apphed 
to the building and metal industries. 

It is clear that the State in Germany has now 
assumed virtually unlimited powers over German 
labour. Such powers are no doubt inherent in the 
sovereignty of the State ; but the important distinc- 
tion in this case is that they have been legally assumed 
during a period of peace and will very hkely continue 
to remain in force on paper. Whether this means 
that in future these powers will be used as a normal 
thing, so that the individual worker in Germany 
henceforward is deprived of his freedom of choice of 
occupation and place of work, is a question which 
can only be answered by the event. Current comment 
in German economic periodicals would seem to show 
that an indefinite prolongation of these conditions is 
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not expected, and would certainly not be welcomed, 
by responsible opinion in Germany. 

INDEPENDENCE OP PORBIGN SOURCES OP SUPPLY OP 

ESSENTIAL POODSTUPFS AND RAW MATERIALS 

German policy in this matter is to become self- 
sufiGicmg in those foodstuffs and raw materials for 
which she has an inelastic demand, or which, if they 
were cut off in the case of war, or as a means of 
pohtical or economic pressure in time of peace, would 
br ing disaster to the State. There is, however, general 
agreement in Germany that it is not desired, even 
were it feasible, to make the country completely seh- 
sufiSicing so that she ceased to have any foreign trade. 
The utmost importance is attached to iacreasing the 
volume of German exports, in order to make it 
possible for her to raise the standard of hving of 
her people by increasing her imports, subject to the 
general proviso that these imports should be of a type 
which could be dispensed with in time of war without 
endangeriug the security of the country. 

So far as raw materials are concerned, the pohcy is 
directed to changing the raw-material basis of industry 
as far as possible from products which are scarce 
inside Germany, or which have to be imported, to 
products which can be obtained within the German 
borders or from contiguous countries with which she 
is not likely to be engaged in war. Thus plastic 
materials take the place of iron and other metals ; the 
output of aluminium, magnesium and low-grade iron 
ores is being greatly expanded ; synthetic rubber re- 
places natural products, and staple fibre cotton and 
wool. For the time being this development is a heavy 
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additional burden to tbe economic system of tbe 
country, both because it adds to investment demands 
at a time when the capital and savings market is 
already severely stramed, and because it increases the 
need for labour which is now the most serious bottle- 
neck or limitiag factor in the economy. The Plan may 
fail, but if it is a failure this does not imply economic 
disaster for the country, at least in the short period ; 
it would mean that the hopes of ultimately raising the 
standard of living by this means (while maintaining 
security) had been disappointed, and the extra cost 
must be added to the economic burden thrown on the 
community as a whole by what Professor Pigou in his 
Political Economy of War has called “ the shadow of 
war 


THE DECENTRALISATION OE INDUSTRY AND 
POPULATION IN GERMANY 

The Germans hold that the ordinary industrial 
town, as it had grown up in the sixty or seventy years 
before 1933, with its many-storied tenement dwellings 
in which each family occupies a flat or one or two 
rooms, is a monstrosity. They desire to replace these 
urban agglomerations by a decentrahsed type of 
industry, small industrial towns being scattered about 
the countryside. The ideal before them is that each 
worker should hve in his own house with a garden or 
allotment ; and special facflities in many different 
forms are being made available to enable him to buy 
his house by payments spread over a long term of 
years. 

Partly for these reasons, and partly on military 
grounds, most of the new undertakings built in con- 
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nection with the Second Four- Year Plan have been 
placed in districts far removed from the great in- 
dustrial centres, thereby incidentally creating new 
problems and difficulties, especially for agriculture, 
which are discussed elsewhered 

AU over Germany regional and town planrdng has 
been developed to a high degree along very efficient 
lines. There is a Central Planrdng Board in Berhn, 
a Eeich Institute, linked up with all the universities, 
for conducting research into problems of planning, 
and regional planning authorities in every State 
of the Reich. The latter must be consulted before a 
road can be constructed, a factory built or a housing 
scheme approved, while the Central Board is con- 
cerned with laying down general lines of policy for the 
whole country. An immense amount of activity is 
going on in this field ; * it represents one of the less 
lonown but most constructive aspects of modern 
Germany, and is one that may well provide valuable 
lessons for other countries. 

While the greater part of the housing activity m 
Germany since 1933 has taken the form of the pro- 
vision of houses in the large cities, where the housing 
shortage has been most acute, there has been a 
considerable amount of construction of small family 
houses and of suburban and country housing settle- 
ments — a work in which the Labour Front has 
played an active role. The promotion of these settle- 
ments is an integral part of the Second Four-Year 
Plan, especially in connection with the establishment 
of the new factories. It has been pointed out by 


^ See above, pp. 114-8. 

2 Cf. “ Die Arbeit der Reicbsstelle fiir Raumordnung ”, ia Baumfor- 
schung und Baumordnung, No. 7, July 1938. 
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critics of Germany tiiat such, settlements, especially 
when they are financed by the undertakings in which 
a man is employed, as is frequently the case now in 
Germany, are open to the grave objection that they 
increase the dependence of the worker upon his 
employer. While it is certainly true that they will 
have this effect, its ultimate significance must largely 
depend upon the course of labour policy and industrial 
relations as a whole in Germany. On one interpreta- 
tion the whole scheme is a skilful device to enslave 
and exploit the worker, while on another it is a measure 
of constructive social reform within the frame-work of 
a capitalist society. 

Down to the present time the amount of progress 
that has been made with such ambitious proposals as 
the migration of industries from the big cities to the 
country, and with the provision of rural settlements 
to enable the industrial worker to share in the fife of 
the countryside, has not been large. They remain, 
however, an essential part of National Socialist 
economic doctrine, and are important as an indication 
of probable future trends. 

A consideration of the “ basic features ” of the 
National Socialist economic system shows clearly the 
extent of the gulf that separates it from the relatively 
free economic systems of such countries as Great 
Britain, France and the United States. It is in- 
cumbent on those who would draw conclusions from 
the results on employment and activity of Germany’s 
economic policy to reflect on the institutional en- 
vironment in which these results have been achieved. 
Despite incoherencies in detail, the system as a whole 
is coherent and mutually interdependent. This is not 
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to deny that other countries can learn from or imitate 
with advantage certaiu of the features of the National 
Socialist economy, but the greatest caution must he 
observed in applying the experience of Germany to 
countries with a different type of economic and 
institutional background. 
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GERMANY IN FULL EMPLOYMENT : SOME PROBLEMS 
OF THE PRESENT AND THE FUTURE 

In recent discussions of tlie trade cycle a state of full 
employment lias come "to be regarded as a sort of 
economists’ Mecca — tbe goal to whicb all endeavours 
of monetary and economic policy should be directed. 
Economic conditions, however, are never static, and 
judging from the G-erman experience a state of full 
employment gives rise to the emergence of new 
problems and diflQ.culties of great complexity. 

THE ALLOCATION OF EESOUE.CES BETWEEN ALTERNAT- 
IVE USES, AND THE BALANCE OP THE ECONOMIC 
SYSTEM 

In the early days of the German economic revival, 
when there was an abundance of idle factors of pro- 
duction available but a shortage of efiective demand, 
it could be held with considerable justification that 
any employment was better than no employment. 
Every kind of device was employed to draw people 
into employment, and some of the works which were 
carried out had little or no justification other than 
the fact that, directly and indirectly, they increased 
the volume of employment. From 1935 to the end of 
1936 rearmament contributed the greatest stimulus 
to the expansion of employment, output and incomes, 
and throughout this period it was the growth of 
investment which created the incomes by means of 

234 
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wMcli the works, of whatever kind, were carried out. 
In the absence of the increase in investment much of 
the incomes themselves would not have come into 
existence. But as soon as the country reached a state 
of full employment in the production goods industries 
the situation altered fundamentally. Total income 
continued to grow as a result of technical progress 
and improvements and of further expansion in the 
consumption goods industries, which were not working 
to capacity ; but, apart from this, further investment 
could not raise current incomes. Moreover, from then 
on, it became true that more of A could only be 
produced at the expense of less of B, and it behoved 
the State to scrutinise much more closely than in the 
past the uses to which investment and resources in 
general were put. 

Judging from contemporary comment there has 
been some misunderstanding of the role which re- 
armament and other unproductive investment has 
played hi the German recovery. Unfortunately the 
term productive, in this as in most other connota- 
tions,^ is a slippery one, and it is very hard to know 
where a line is to be drawn. An investment may be 
productive in the long run, but not at the moment, 
or its productivity may be largely indirect. Good 
roads 3deld no visible income, but their existence may 
help to maiatain activity in the motor-car industry, 
give employment to inns and hotels, open up new 
parts of the country, reheve pressure on the railways, 
and so on. The Germans say that their new motor 
roads ^ (along which houses are not allowed to be built) 
are going to have an important effect in dirninishing 

^ Cf . L. M. Fraser, Economic Thought and Language, pp. 178-84:. 

2 These roads also obviously serve important military purposes. 
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fature capital expenditure on house construction. 
Heavy long distance traffic is diverted from the towns 
and the ordinary roads to the motor-roads, with the 
result that damage to houses from vibration is much 
reduced ; there is also a very material saving in the 
petrol, oil and tyre consumption of cars. Most people, 
if pressed to define what they meant by a productive 
investment, would reply that an investment is pro- 
ductive if it yields a return which increases, sooner or 
later, the real income of satisfaction of the co mm unity. 
On the usual interpretation of this definition, a lip- 
stick factory is productive, and so is a park or a 
civQian aerodrome ; but a barracks or a military 
aerodrome are unproductive. It would be agreed that 
the latter were necessary (or held to be so by the 
Government) for the security of the nation ; but the 
investment would be regarded as unproductive, be- 
cause its fruits could not be enjoyed by the members 
of the community in their individual capacity as 
consumers while exercising their normal freedom of 
choice. For our present purposes let us adopt this 
popular definition, while admitting the anomalies and 
inconsistencies (cf. compulsory free education) to 
which it gives rise. 

There can be no doubt that rearmament, which 
was so great a factor in raising Germany to full 
employment by 1937 ^ was “ unproductive ” in this 
sense. On the one hand it is true that the investment 
contributed to the creation of the incomes and thus 

^ Most of the employment creation programmes to the end of 1934 were 
directly or indirectly productive, and this is also true of a large amount of 
investment which continued in 1935-36 side by side with rearmament. At 
the same time it must be remembered that roads, or houses which may not 
be able to be let at a full rental, are much less “ financially ” productive 
than, say, investment which increases the earning capacity of the railways; 
and this is important from the point of view of the budget. 
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th.e tax revenue and savings from wliicli it could be 
financed, but, on tbe other, the standard of living at 
some later date would have been bigber if tbis invest- 
ment bad been put to productive uses. 

Germany bad almost reached tbe stage of full 
employment in tbe production goods mdustries at tbe 
end of 1936 when tbe Second Four-Year Plan was an- 
nounced, involving a further intensibcation of pubUc 
investment. In tbe absence of any rebable data it is 
impossible to make an estimate of tbe relative shares 
in total investment which were represented by rearma- 
ment, tbe Second Four-Year Plan, and other purposes 
from tbe beginning of 1937 to tbe end of March 1938. 

German economists in tbe spring of 1938 were 
strongly inclined to tbe opinion that tbe investment 
demands from tbe Four- Year Plan, especially for tbe 
construction of new raw material works, such as tbe 
Herman Goering low-grade iron-ore works in tbe Salz- 
gitter district, were more important than tbe rearma- 
ment demands.^ They pointed out that by tbe middle 
of 1937 tbe major part of initial capital expenditure for 
rearmament was bebeved to have been completed ; 
most of tbe barracks and aerodromes and munition 
factories were already built, while tbe current output of 
munition factories could not absorb a very large part 
of tbe national income. However tbis may be, it is a 
fact that investment as a whole increased by about tbe 
same absolute amount as it bad increased in previous 
years, and that it reached tbe very high proportion 
of 22-5 per cent, of tbe entire national income in 1937. 

Tbe Second Four- Year Plan for tbe expansion of 

1 It may be noted that General Goering in a speech on the Second Four- 
Year Plan in September 1937 said : “ Armarnents are only reqmring a 
small proportion of German labour — a proportion which is not of decisive 
importance for the German economy But the facts cannot be verified. 
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tte output of domestic raw materials was “ pro- 
ductive ” in the sense of the above definition. But it 
is well known and universally admitted in Germany 
that the costs of production of most of the new 
materials are greater than the costs of the normal 
products, and they require a larger volume of labour 
per unit of output than the latter. Resources em- 
ployed in this way were, therefore, less productive 
than if they had been used, for example, to make 
exports with which to acquire cotton, wool and 
rubber, and the case becomes stronger if account is 
taken of differences of quality. Nevertheless it may 
be doubted whether the fact of the lower productivity 
of these investments was so important a fact in re- 
tarding the rise in the standard of living^ as the mere 
fact of the magnitude of the investment in relation to 
the size of the national income. W hil e investment is 
actually taking place, the effects on available income 
(assuming full employment) are the same whether the 
iuvestment itself is productive or xmproductive, the 
distinction only becomes important after the invest- 
ment has been completed and the fruits (if any) can 
be enjoyed.^ If there are no 'fruits and the future 
national iucome has not been increased as a result of 
the investment, then there is no offsetting yield to 
compensate for any interest charges that may have 
to be met or for a sinking fund to provide for renewal. 
But the important point is that the burden of invest- 

1 There is, of course, no question of disputing the fact that the standard of 
living in 1937 was considerably higher than in 1933 ; hut it certainly did 
not rise in the measure that might have been expected from the increase in 
productivity and technical progress, and from the attainment of a state of 
full employment. 

^ It is actually easier (above all in a laissez-faire economy) to maintain 
full employment if there are no fruits, since the problem does not then 
arise of marketing the products of investment. 
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ment (like tke real economic costs of war) is borne by 
those living at the time when it is made. It may 
sound a paradox, but it is true that one of Germany’s 
greatest difl&culties in the last eighteen months has 
l ain in the necessity for sterhising a large part of the 
incomes which have been generated as a result of 
reaching fuU employment. For a variety of reasons — 
the general post-war contraction of mtemational 
trade, her own exchange restrictions, her price level, 
the loss of her foreign capital and her colonies, her 
foreign debts — Germany cannot hope, under existing 
conditions, to finance the volume of imports which 
would correspond even to the present level of incomes 
if these were all expended on consumable com- 
modities. Above all, m textiles and food Germany is 
stiU partially dependent on foreign supphes, and if 
she is to avoid rationing on a large scale she must 
limit purchasing power. It is largely for this reason 
that she has maintained the tax on wages and taxation 
in general at the very high rate to which they had 
been raised in 1931-32 ; that saving is encouraged by 
all the forces of propaganda ; that dividends are 
restricted and wages kept down. At first sight it 
strikes the foreign observer as anomalous that lottery 
tickets (50 pfe nnig s each) should be peddled aU day 
long in German cities “ for the provision of employ- 
ment ”, but it aU helps to absorb income, and the 
proceeds can be used for such purposes as the vast 
new Party buildings which are being erected in 
Nuremberg and elsewhere. The new cheap motor car 
(Volkswagen) which is expected to be on the market 
soon at a price of 990 EM.,^ equipped with Buna 

^ An extensive organisation has already heen set up throughout Germany 
for receiving weekly savings to be applied to the purchase of the Volkswagen, 
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tyres, has for an. important part of its raison d’etre the 
diversion of a large slice of family incomes into such 
directions as running expenditure and travel 'within 
Germany, thus limiting the amount -which can be spent 
on food and clothes. The experience of the United 
States in this respect has not been lost on Germany. 

One important exception, however, must be made 
to the general conclusion that it was the size even 
more than the kind of investment which was re- 
sponsible in 1937-38 for limiting the amount of income 
which was available for consumption purposes — 
namely, housing. If less capital and labour had been 
applied to purposes of public construction, whether 
for armaments or raw material factories, more would 
have been available for working-class houses ; houses 
being the notable example of something which is at 
once an investment good and a consmnption good. 

Looking to the future, much wid depend upon the 
progress of the Second Fo-ur-Year Plan and upon 
whether Germany can secure an equilibrium or 
balance between the different parts of her economic 
system. A managed economy has the advantage over 
a free economy of a central will, but it suffers from 
the disadvantage, inter alia, that it lacks the elasticity 
which the latter system derives from the existence 
of many independent units, some of which are likely 
to take different views of the situation, present and 
to come. When a managed economy commits an 
error, it can only be rectified by modifying or re- 
versing the decision, and in the meantime a great 
deal of harm may have been done. All its mistakes 
are “ one-way ” mistakes. As against this, it must 
not be overlooked that, so long as Germany can 
maintain full employment (thereby reaping the bene- 
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fits of tecfinical progress), tliere are considerable 
wastes of unproductive investment wMcb. slie can 
“ afiord ” by comparison with a country where there 
is heavy unemployment and a large volume of idle 
resources. There is also a big distinction to be drawn 
between the “ ideal ” distribution of resources which 
in theory would exist under a condition of aU round 
perfect competition, and the actual distribution under 
conditions of imperfect competition and more or less 
imcontroUed monopolies. 

Out of the many economic problems which confront 
Germany at the present time, and which raise the 
problems of balance between difierent sides of the 
German economy, there are four of which something 
may be said here : (1) the relation between the pro- 
duction goods industries and the consumption goods 
industries ; (2) the relative shares of the national 
income going to labour and to profits ; (3) the com- 
parative development and well-being of large and 
small-scale industry ; (4) the supply of academically 
trained ability. 

(1) From what has been said already, it will have 
been gathered that during the economic recovery 
there was a very one-sided development of the pro- 
duction goods industries. Even in March 1938 the 
consumption goods industries were not working to 
capacity, and earnings there were low and hours stiU 
relatively short. Any large increase in the standard 
of living of the German people must depend upon the 
expansion of these latter industries. The ease or 
difficulty with which this can be done is in turn 
largely a matter of the extent to which the industries 
now engaged in producing mumtions and public 
construction of all sorts can be diverted to producing 
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consumption goods. The most obvious case of this 
possibility is housing ; for a great deal of puhhc 
construction is directly competitive with houses which 
are urgently needed and cannot he built owing to 
lack of labour and materials. It should further he 
possible to increase the volume of resources apphed 
to the export industries and so to obtain more im- 
ports, though the degree to which this can he done 
will partly depend upon the elasticity of the foreign 
demand for German exports. As is pointed out below, 
there should be no diflS.culty in increasing the domestic 
demand for consumption goods, by lowering the taxa- 
tion of wages, hut there stid will be a problem of 
adapting resources, which have been devoted to other 
purposes, to the production of goods which can form 
part of the consumer’s income. 

The Germans themselves are pinning a great deal 
of their hopes for a rise in the standard of living upon 
the success of the Second Four- Year Plan for the 
production of domestic raw materials. They hope to 
be able to diminish the proportion of the national 
income devoted to capital goods and to increase the 
proportion available for consumption, when they have 
assured themselves of an adequate supply of the 
essential raw materials. At the moment the costs of 
the new products are as a rule appreciably greater 
than the cost of the former products they are to 
displace.^ Bearing in mind, however, the history of 

^ The difference, in many cases, is less than is popularly supposed. Thus 
the price of staple fibre, which was 2*38 EM. per kg. in 1935, was reduced to 
1*25-1*45 EM. per kg. in September 1937, at which price it was below the 
world price of wool in April 1938 and only just above the price of Egyptian 
cotton purchased under compensation agreements (1*21 EM. per kg.) in 
October 1937. In the case of domestically produced petrol the price in 
April 1938 was 39 pfennigs per litre as compared with the English price of 
21*6 pfennigs per litre at the nominal rate of exchange and 27*2 pfennigs at 
the rate of 20 EM. =£1, which corresponds much more closely than the 
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sugar beet, artificial silk, syntketic nitrogen and 
sinfilar products, it would be unwise to draw pessi- 
mistic conclusions from early difficulties or teckoical 
failures, or to assume that bigk costs of production 
will remain when production bas got beyond the 
experimental stage and is being developed on a large 
scale. The Second Four- Year Plan is promising the 
masses “jam to-morrow ” in return for “ bread and 
scrape ” to-day. It remains to be seen how far this 
promise will be fulfilled. 

The difficulties mentioned in the foregoing para- 
graphs are of a technical character, but there is a 
further problem to be considered. Given full em- 
ployment in Germany, an expansion of the con- 
sumption goods industries, by a greater degree than 
corresponds merely to technical progress in these 
industries, can only take place at the expense of the 
production goods industries. An expansion of the 
former must lead to a contraction of the latter. The 
question arises whether the constellation of economic 
and political power in Germany is such that a transfer 
of this type is possible or will be allowed to take 
place. The whole recovery up to now has favoured 
the production goods industries, and Marshal Goering, 
himself the official head of the great Hermann Goering 
iron-works now being constructed for an output re- 
quiring 150,000 workers, may have commitments to 
the big industrialists which cannot easily be liquidated. 
Economic power is something which has to be reckoned 
with, even in a dictatorship.^ 

nominal rate to purchasing power parity. According to information supplied 
to the writer, the above prices of domestically produced raw materials are 
cost prices, not subsidised prices. Cf. G-. Mackenroth, “Bericht iiber den 
Vierjahresplan ”, in JahrbUcher fur Nationalolconoinie und Stcdistihf 1938, 
vol. 148, pp. 697-726. 

^ For some discussion of this question see below, pp. 263-5. 

R 
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(2) National Socialism is not only nationalist, it is 
also socialist witliin the Hmits of its own interpretation 
of the term. It has, moreover, its right- and left- 
wings, and although the events of June 30, 1934, put 
a drastic check upon the aspirations of the more 
extreme left-wing elements, there stdl is a radical 
section of the Party which exercises a considerable 
amoimt of influence over policy. Now, in spite of high 
direct taxation and of the fact that levies are placed 
on industrial profits in order to subsidise exports, 
actual profits under existing conditions are very high. 
Already in 1936 the share of profits (excluding un- 
distributed company profits) in the national income 
had risen from 13-7 per cent, in 1933 to 16-0 per cent, 
in 1936, at which date the percentage was the same as 
in 1929, while in 1937 profits had increased to 16-9 per 
cent, of the national income. On the other side the 
wages of labour have maintained a practically con- 
stant proportion of the national income and individual 
wage rates have been stabilised by Government inter- 
vention. Thus the contrast between the mass of the 
people and that of the wealthy employer class has been 
accentuated. This is not “ socialism ”, even as this 
term is understood by the great majority of the 
National Socialist Party and stfil less does it cor- 
respond to the desires and aspirations of the more 
radical wing of that Party. It would not be safe to 
assume that this is a trend which will be allowed to 
continue in the future. The recent rise in the corpora- 


^ Cf. The following editorial comment in Die Deutsche Volkswirtschaft 
(a strongly Party jonrnal) for June 1937 ; “ We ought to change taxation 
so that less of it falls on the broad shoulders of the mass of the population 
and more on the profits of employers and undertakings. . . . An accumula- 
tion of wealth is going on now which is of a capitalist character and which 
in the long run is undesirable.” 
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tioH tax from 30 per cent.^ of gross profits to 35 per 
cent, for 1938 and 40 per cent, for 1939 and 1940, 
wfiicfi was the chief cause of a somewhat dramatic 
fall in share values (especially of the big armament 
firms) on the Berlin Stock Exchange ^ in the summer 
of 1938, is an indication of the direction which pubhc 
policy seems hkely to take increasingly in future. The 
dilemma has been, hitherto, that large profits were 
necessary in industry in order that enterprises should 
as far as possible finance their own capital expansion. 
There are also limits during a period of rapid eco- 
nomic recovery to the extent to which taxation can 
be increased without checking enterprise. Higher 
direct taxation is not, of course, the only method by 
which individual profits can be restricted ; there is 
the alternative method of lowering prices and reducing 
profit margins, a method which was adopted on a 
fairly considerable scale in 1937 and the beginning of 
1938. It was then believed that these measures were 
only the prelude to a much more extensive develop- 
ment on these lines in future. Finally, there is a third 
important method of regulating profits, by influenciug 
the way in which they are utilised, which is extensively 
practised in G-ermany — the profits when made are 
“steered” into the desired 'direction, e.g. subscriptions 

^ The corporation tax was raised from 20 per cent, to 30 per cent, in 
December 1936. The yield in 1937 was 1,553 million RM. as compared with 
608 million RM. in the boom year 1928-29. 

The German Stock Exchange slump ” was given a most exaggerated 
amount of attention in the foreign Press. The index number of share prices 
fell only from 115 in the middle of April 1938 (1934r-36 = 100) to 102-3 in 
the middle of August 1938, while the much more important price of Govern- 
ment bonds was practically unaltered. Share prices fell chiefly because of the 
corporation tax and rumours of still higher direct taxation in future, but 
partly also because of sales of shares by Jewish holders and sales by manu- 
facturers who were afraid that the new method of finance might make them 
short of cash. The whole movement was devoid of significance for the 
stability of the German economic system in general. 
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to pubKc loans, subsidies for the export trades, 
contributions to the WinterJdlfe, works welfare 
schemes, etc. 

(3) The course of events has dealt even more un- 
kindly with the third problem referred to above — 
the relation between large- and small-scale industry. 
The protection of the small man against the big has 
constituted from the outset a very important point in 
the National Socialist economic programme. But the 
recovery measures, based as they have been on great 
national works and rearmament, have inevitably 
favoured the big firms, which alone were in a position 
to carry out orders on so large a scale. The position 
in this respect has been aggravated by the Second 
Four- Year Plan. A study of the columns of the 
Deutsche Allgemeine Handwerkszeitung for the year 
1937 reveals bitter complaints of the prevailing tend- 
ency for contracts for the construction of the new raw- 
material factories in the country districts to be given 
to the big firms in Berlin and other cities. We find 
the editor of this journal complaining that not merely 
are local firms ignored in the planning of orders, but 
they sufier further injury from the loss of their skfiled 
workers who are attracted away by the offer of much 
higher wages than their previous employers could 
afford to pay. Apart from this tendency, the small 
men, and notably the handicraft workers, have been 
hit by the rationmg of raw materials. Beiag both 
small and numerous it is difficult for them to obtain 
the regular deliveries which are so essential for them, 
as they can hold but small stocks ; while even the 
necessity of filling up innumerable forms is a serious 
matter in their case. It has also been more difficult 
for the smaller works than for the larger ones to effect 
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the teclmical changes in methods resulting from 
changes in the types of raw materials. Again, new 
and rising firms tend to be prejudiced owing to the 
smallness of their original or basic quotas. In these 
and many other ways, large-scale industry has been 
favoured.^ It is true that attempts have been made, 
and are being made, to counteract this development 
and that it is recognised as an evil to be fought 
against, but the whole trend of modern methods of 
production is working the other way, and in many 
branches it would seem probable that it is a losing 
battle which is being waged on behalf of the small 
man. Whether avoidable or not, there is here a 
certain divergence between the principle and the 
practice of the National Socialist State. 

(4) At the outset of the National Sociahst regime 
there was an immense amount of overcrowding of the 
German Universities and Technical Colleges, as well 
as unemployment of University graduates.* The new 
Government promptly took drastic and effective 
measures to diminish the number of new entrants to 
the Universities. To-day, however, the situation is 
reversed and there is a scarcity of academically trained 
technicians, including those with such qualifications 
as Diplom Volkswirt and Diplom Landicirt? The 
Universities as a whole are only sparsely and inade- 
quately attended and there is a lack of young teachers. 
The main causes of this remarkable change have been 

^ Against this tendency must be set the beneficial effects of the economic 
revival. The number of industrial firms increased from 206,000 in 1932 to 
254,000 in 1936, and many of these must have been small firms ; but the 
figures for 1937 and 1938 may tell a different story. 

2 Cf. W. Kotschnig, Unemploy meiit in the Learned Professions : An 
International Study, His figures show that there were 130,000 students in 
German institutions of higher learning in 1932, compared with 89,000 in 
1925 and 77,000 in 1913. 

® The following figures show how considerable has been the decline 
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the rival attractions of industry, the State services 
and Party organisations, and above all the OflS.cer 
Corps ^ in the Army and the Air Porce, which are 
diverting the youth of the country away from the 
lengthy, laborious and (for German conditions) ex- 
pensive academic career. Already the supply of those 
with good technical qualifications is insufficient in 
many cases to make good the wastage due to death, 
retirement, etc., and the shortage will become much 
more acute in the near future. Official utterances 
show that the Government is seriously alarmed at the 
prospect, and endeavours are being made, by shorten- 
ing the length of courses, by scholarships, by en- 
couraging the entry of women, and in other ways, to 
remedy the situation. But a satisfactory solution, 
which will increase the quantity without leading to a 
deterioration in the quality, is not going to be easy to 
find so long as general activity remains at its present 
high level. So long, also, as Jews are excluded from 
the Universities, the Germans are voluntarily de- 
priving themselves of a very important potential 
supply of academically trained abihty. 


in the numhers of those studying technical subjects at the German 
Universities : 



Building 

Engineers 

Architects 

Machine 

Construc- 

tion 

Electrical 

Engineer- 

ing 

Ship and 
Aeroplane 
Construc- 
tion 

Chemistry 

Mining and 
Blast 
Furnace 
Technique 

1929 

2,582 

2,000 

5,868 

3,441 

513 

3,200 

1,340 

1933 

2,897 

2,350 

4,016 

2,808 

320 

3,100 

750 

1937 

1,439 

1,040 

2,146 

1,396 

314 

1,600 

372 


1 Out of 18,000 boys who in 1937 passed the Abitur (examination qualify- 
ing for admission to a University), 10,000 “ opted ” for the officer’s calling 
{Die Deutsche V olkswirtschaft, April 3, 1938). The total number of “ Abi- 
turients ” in 1937 (43,000) was nearly doubled by the abolition of the top 
form in all schools, resulting in the concentration of two years’ supply in a 
single year. 
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THE MAINTENANCE OF WAGE AND PRICE STABILITY 

An important problem, wbicb is already becoming 
acute, is wbetber it is possible, even m a country so 
drastically regimented and ordered as Germany, to 
continue to maintain stable wages and prices under 
conditions of full employment. 

Tbe position down to March 1938 was that mini- 
mum hourly wage rates had been kept substantially 
unchanged at their 1933 level. Now there was nothing 
“ normal ” about the 1933 level itself, for it repre- 
sented the outcome of a period of rapid deflation of 
wages as a result of the intense depression of 1931-32. 
The extent to which relative wages fell depended 
partly upon the extent to which any given branch of 
industry was hit by the slump, and partly upon the 
bargaining strength of the trade unions. In general 
the production goods industries, and especially budd- 
ing, suffered the greatest relative wage cuts. The 
process of revival has notably reversed the situation 
so far as the demand for labour is concerned, but basic 
rates remain as before. It is true, of course, that the 
average earnings of those employed in the industries 
where there is great activity have much increased — 
the miner who was working only 19 shifts per month 
in 1932, but 26 shifts in 1938, had a much more 
satisfactory pay envelope to bring home in the later 
year. But even in the production goods industries 
there were bound to be many cases where the em- 
ployer did not need to offer more than the tariff 
miTiiTrmm . and the minimum was aU that he was 
legally required to pay. In building, in particular, 
the low TniniT-rnTm rates present great anomahes be- 
tween individuals, and are a source of friction and 
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discontent. The power given in August 1938 to the 
Trustees of Labour to fix all wages and conditions 
of labour (maximuni and not merely minimuin rates) 
is an indication of the strain under wbicb the wage 
structure is working at the present time. It seems 
probable that a revision of relative wage rates is an 
imperative necessity and one which cannot be long 
delayed.^ It is likely to be a difficult matter to carry 
through this adjustment without destroying the stab- 
ility of the wage level as a whole, which is one of the 
bases of Germany’s economic system. 

The price level is still subject to the overriding 
provisions of the Price Stop Decree of September 
1936. But no one realises better than the Germans 
themselves, as can be seen from the numerous utter- 
ances of the Commissioner for the Formation of Prices, 
that in the long run it is impossible to maintain a 
rigid and inflexible price structure. In practice it is 
well known that the prices of many articles are rising 
in Germany, some with the consent of the Commis- 
sioner, and some without that consent. The remark- 
able thing is that, in spite of this inevitable elasticity, 
the general pattern of the price level as a whole still 
presents the appearance of stability, or at most of 
a very slow and gradual rise. But here, as in the 
case of wages, the system is straining at its bonds, 
and if the wage sector should give way, it would 
seem impossible but that the price sector should 
follow. 

There is, however, a wider issue than the possible 
effects of wage changes upon the level of prices. 
Under existing conditions an unprecedented proper- 

1 One of the objects of the new power of the Labour Trustees is to enable 
thom to bring about necessary changes in relative wage rates. 
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tion of tke national income is being devoted to 
investment, and, as we have seen earlier,^ the finance 
of investment by credit creation appeared to have 
reached by March 1938 a stage at which the danger 
arose that further expansion by this means would 
lead to a genuine inflation of incomes and prices. If 
the volume of investment outruns the amount of 
saving which the pubhc as a whole can be induced, 
directly or indirectly, to provide out of its income, 
then either an income and price inflation must 
result, or, if prices and wages are kept down by 
State intervention, scarcities must ensue leading to 
the formation of queues and eventual rationing of 
consumption.^ 

The problem of flnding a sufficiency of saving did 
not arise seriously during the early stages of revival 
owing to the large amount of unemployment and idle 
resources in general, but later, and especially since the 
middle of 1937, the amount of saving performed has 
been one hmiting factor restricting the amount of 
investment which could be carried out without dis- 
rupting the equilibrium of the system. During the 
past year (1937-38) there has in fact been a great 
increase both in investment and saving, and it is a 
matter of some interest and importance to consider 
where the savings have come from. 

In surveying the sources from which saving has 
been drawn in Germany, the first place is taken by 
taxation and social insurance contributions, which in 

^ See above, pp. 128-9. 

2 It is not intended by the wording of this sentence to dispute the formal 
equality through time of the amount of investment actually accomplished 
and the total amount of saving done. What is at issue here is the condition 
under which this equality can be secured without upsetting the equilibrium 
between the volume of money incomes and the volume of consumption goods 
available for purchase at the level of prices ruling. 
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1937 together amounted to 27- 6 per cent of the national 
incomed To this must be added the very large amount 
of self-financing done by industry, which is so greatly 
stimulated by the Dividends Limitation Law. Here 
the saving and investment are directly correlated, and 
while most of the investment has taken the form of 
expansion of plant or subscription to pubhc loans, a 
good deal has gone into what may be termed con- 
sumption investment — the provision of canteens, 
wash places, employees’ houses and similar welfare 
schemes.* Similar considerations also have led to an 
increase in the amounts written off for depreciation, 
which have latterly been largely in excess of that 
“ normal depreciation ” which is allowed as an 
expense under the Income Tax Law. Actual re- 
placements, moreover, have to a considerable extent 
been hindered by difficulties in obtaining deliveries 
of machines, etc. Life insurance premiums, instal- 
ments on house purchase, the repayment of marriage 
loans and the general liquidation of past indebtedness, 
together account for a large volume of saving. Local 
authorities have been entirely excluded from the 
credit market since 1931 and between 1934-35 and 
1936-37 in fact repaid debt to the extent of 1 milhard 
RM. besides accumulating reserves out of revenue to 
the extent of 1-75 milliard marks. The fact that 
profi.ts as a whole have increased disproportionately, 
especially in the last two years, has increased the 
share of those wealthier classes which tend auto- 
matically to save a larger amount out of their 

1 Cf. Statistical Appendix, Table X. 

2 Judging by tbe aggregate expenditure (786 million E.M.) for these 
purposes of the 84,000 firms which in 1938 entered for the “ model busi- 
ness ” competition, the total must have been very considerable. See 
above, p. 196. 
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inconio tliaii is tli6 case witli tlie wago-oHrning class ; 
but taking into account tke control of profit margins, 
the rise in the corporation tax, the highly progressive 
rate of income tax and the effects of the Dividends 
Limitation Law, it is doubtful whether this factor can 
account for a great deal of additional saving. Finally, 
over and above all the aforementioned sources comes 
the very large volume of direct money savings of the 
general public which is placed with the banks, savings 
banks and other financial institutions, and by them 
largely, though by no means exclusively, invested in 
pubhc loans. Table XVII on page 123, which gives 
an indication of the magnitude of these savings, also 
shows that there was a considerable increase in private 
ownership of bonds and shares. In view of the 
stabihty of wage rates and of the heavy burden of 
taxes and social contributions, it is remarkable that 
there should have been so large a volume of voluntary 
savings in addition. 

There is one explanation which, though far- 
fetched, must be considered. If it were true that 
there has existed in Germany a serious shortage 
of the cheaper goods which the mass of the people 
wish to buy, this might provide a part of the solu- 
tion. For, faihng to find a sufidcient supply of the 
kind of goods on which they wish to spend their 
incomes, they might prefer to save for a more plenti- 
ful future ; at the same time, in so far as they are 
constrained (in the absence of cheaper quahties) to 
buy dearer articles on which profits are likely to be 
greater, this will increase the share of profits in the 
national income and so the total amount of saving. 
The former of these two possibihties would arise in 
its extreme form if there were a general system of 
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rationing of consumption ; tliis, kowever, does not 
exist in Germany, tlie only really important example 
of rationing being butter in some parts of tbe country, 
nor is it tbe case that queues of customers are lined 
up before provision or any other stores. But neither 
is there any evidence of a general shortage of available 
consumption goods. No one who has seen the well- 
stocked shops of any German town, whether in the 
richer or the poorer quarters, could accept the sug- 
gestion that the German people are constrained to 
save because they cannot procure the kind of things 
which they wish to buy. There have been temporary 
shortages of individual foodstufis, but no shortage of 
food in general ; clothing is relatively expensive, but 
the German wage-earner, judged by Enghsh standards, 
looks notably well-dressed ; there is an abundance of 
all the ordinary household requisites, and Woolworth 
stores are to be found in most towns, though their 
prices range up to 2-50 E,M. As to the latter of the 
above possibilities (the potential results of a transfer 
of demand to the dearer qualities) it seems very un- 
likely that the quantitative effect of this in increasing 
saving could be appreciable. 

The real explanation would seem to lie in the 
saving habits of the German people themselves. The 
post-war experience has shown that the wiping-out 
of aU the accumulated money wealth of the people 
had left in their minds a tremendous desire to re- 
constitute their savings at the earhest opportunity. 
In 1913 the total volume of deposits in savings banks 
amounted to 19-6 milliard marks, and these were the 
fruits of half a century of economic progress in time 
of peace. After the stabilisation of the mark, savings 
bank deposits rose from 595 million EM. in 1924 to 
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12*9 ^ nnlliard RM. in 1930. Evon allowing for tlio 
lower value of money in 1930 as compared with. 1913, 
this was an astonishing achievement in only six years 
of economic revival. Since 1933, the policy of price 
stabmty, the belief in the general security of the 
economic system, and tlie rapidity and intensity of 
the recovery from the depression of 1931-32, wtdch 
had wiped out many savings, account for the rate 
at which accumulation was proceeding during these 
years.2 Propaganda no doubt also contributed, but 
was probably not a factor of primary importance. 
That the continuance of savings on the scale on which 
they are now being formed may lead to difficulties of 
an opposite character — i.e. of saving outrunning the 
possibihties of profitable investment, is another 
problem, which is discussed in the next section. 

It remains to add that in considering the way in 
which the equilibrium of the economic system from 
this point of view was maintained down to March 
1938, account must be taken, in the first place, of the 
fact that the German authorities were aware of what 
they were doing and did adjust the volume of invest- 
ment to the volume of saving. Secondly, down to 
March 1938 there was not completely “ full ” em- 
ployment in aU industries ; output and employment 
were increasing all the time in both production and 
consumption goods industries. It was still the case 
that hours of work were comparatively short in the 
consumption goods industries and that plant was not 
being used to full capacity, partly owing to the shortage 

^ In this total, however, are included former savings in marks which 
were re-valorised to the extent of between 1 and 2 milliard RM. 

2 Deposits in the savings hanks increased from 10*2 milliard RM. at the 
end of 1932 to 16*1 milliard RM. at the end of 1937, and to 16-6 miUiard RM. 
at the end of March, 1938. 
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of raw materials. In other words, the whole of the 
slack of the economic system had not yet been taken 
up, and this fact, combined with the continued develop- 
ment of technical progress, must have contributed im- 
portantly to the preservation of equilibrium. 

THE PROBLEM OP THE MAINTENANCE OP PULL 

EMPLOYMENT 

In looking at Germany’s economic system to-day, 
the question which most people are disposed to ask 
is whether it is going to be possible for her to preserve 
full employment after rearmament has come to an 
end, or whether there will be so great a slump in the 
constructional and engineering trades that industry in 
general will be dragged down in the depression and 
that there will be a recurrence of unemployment on 
a large scale. 

The answer to this question turns in the first 
instance upon the reserves of investment which exist 
in Germany. The first of these is housing ; there is 
an accumulated shortage of housing at the present 
time which is variously estimated at from one and a 
half to two miUion houses. Housing during the last 
few years has not been pressed forward as vigorously 
as it might have been, partly because of the com- 
peting requirements of construction for pubhc pur- 
poses, and partly wdth the dehberate aim of having a 
reserve of employment when pubhc demand should 
slacken ofi. This will undoubtedly help to keep 
building workers in employment, though it wdll not 
absorb iron and steel on anything like the scale that 
has been needed for big constructional works Apart 

^ If it were possible to design a really satisfactory steel bouse, the prob- 
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from tlie shortage of dwelling-liouses, there are also 
vast possibihties in the reconstruction of German cities 
to meet the needs of modern transport conditions, and 
to improve the amenities of urban life. 

Inland water transport takes on quite another 
complexion when a country is in full work and the 
railways are hard put to it to carry all the goods that 
are offered to them.^ The great Midland Canal 
[Mittellandkanal], which was designed to hnk the 
Rhine with central and eastern Germany and to 
carry ships of 1,000 tons, has reached the Elbe this 
year (1938) and will be fuUy completed by 1942. 
Other projects {e.g. the widening of the Dortmund- 
Ems Canal to take ships of 1,600 tons) which are now 
in progress could be speeded up if necessary, and 
when these are completed there are many others, in 
the background of which the greatest is the Rhiue- 
Main-Danube Canal.^ 

In the spring of 1938 there were only some 2,000 
kilometres of motor roads actually open for traflB.c 
out of a planned total length which has recently been 
iacreased from 7,000 to 10,000 kilometres. These roads 
not only employ much labour directly, but also make 
heavy demands on the iron and steel industries for 
bridges, etc. In all 2-1 milhard RM. were spent on 

lem, in Germany and elsewhere, of “ beating swords into plongh-shares 
would be made a good deal easier. 

^ The “ ton-kilometrage ” on the German railways, which was 119,000 
per goods waggon in 1928, rose to 147,000 in 1937, and the useful-load- 
kilometrage ” per locomotive from 33,540 to 42,800. Not merely the rail- 
ways, but the existing inland water transport system of Germany are 
working to capacity at the present time, and the Midland Canal is an urgent 
necessity for the construction and exploitation of the new Hermann Goering 
works at Salzgitter and the great Volkswagen factory at FaUersleben. 

^ The incorporation of Austria and the Sudetenland, both of them areas 
which had been suffering from long and continuous economic deppssion for 
many years, has opened up additional and large possibilities of capital invests 
ment in motor roads, railway commumcation, etc. 
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these roads down to the end of 1937, and though the 
average number of workers employed on them fell 
from 96,000 for the years 1935-36 to 81,800 in 1937, 
this decline was merely due to the growing shortage 
of labour. In 1936 18 per cent, of the entire dehveries 
of the cement industry was used for road making, 
and in the same year 328,000 tons of iron and steel were 
required for the motor roads alone. 

So far as the engineering industries are concerned 
there is an important reserve in the form (at the 
moment) of an unsatisfied demand for replacements. 
When industry is running to capacity, and machinery 
is continuously working long hours, and often two 
and three shifts in the day, the amoxmt of wear and 
tear is greatly increased. Other factors, such as taxa- 
tion, the restriction of dividends, etc., tend to favour 
the rapid writing down and scrapping of plant. But 
at the present time this is impeded by the pressure 
on the order books of the machine-making firms, 
which are so full that in some cases dehvery cannot 
be promised for two years.^ This pressure is further 
enhanced by the general shortage of labour and by 
the high earnings of skilled labour. Both in industry 
and agriculture a new and far-reaching process of 
mechanisation is taking place, and mechanical methods 
are constantly being devised to take the place of 
manual operations. The greater the cost and scarcity 
of labour the greater is the inducement to substitute 
machinery, but before the new methods can be used 
the necessary machinery must first be installed. 

Under exis tirig conditions the export trade is re- 
stricted by the intensity of the domestic demand for 

^ In April-May 1937 the machine-making industry was only able to 
receive an allocation of 50 per cent, of its steel requirements. 
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the high-grade products which Germany chiefly ex- 
ports. Any relaxation of the pressure of the home 
market and of domestic investment would make 
possible the diversion of productive capacity to the 
export markets, and the State would have the financial 
resources available, if need be, to subsidise an in- 
creased volume of exports. 

Yet another possible source of investment demand, 
which could be thrown into the scales to prevent or 
mitigate a depression, consists in the reserves which 
every local authority [Kommune) must build up under 
a law of July 1936. Before any of these bodies can 
lower its taxes it must accumulate seven separate 
reserves, which fall into three main groups : reserves 
to ofiset fluctuations in revenue and other risks ; 
reserves for the maintenance of the property (deprecia- 
tion, sinking fund and renewals), and reserves for 
future expansion. It is estimated that the accumulated 
reserves in March 1938 already exceeded 1*8 milliard 
EM., and a large part of these would be available in 
an emergency. Moreover, the restrictions on new 
borrowing by the municipaUties, which have been in 
force since 1931, and the more recent prohibition of 
building operations, other than for housing (the 
Baustop), have left a very considerable stored-up 
demand for municipal improvements. 

It may, however, be objected that a cessation of 
armament orders would bring with it a decrease of 
efltective demand, or at the best that one set of State 
orders would replace another set with httle immediate 
gain to the standard of living. To what extent is it 
possible for private investment and demand to take 
the place of pubhc investment and demand 1 There 
would appear to be two important weapons at the 
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disposal of the Grovernment — the lowering of the 
rate of interest and the reduction of the income tax 
on wages. By lowering the rate of interest private 
investment can be stimulated,^ an outstanding example 
being the demand for houses in whose price interest 
is so large an element ; and by reducing the tax on 
wages or the contributions to unemployment insur- 
ance, a large volume of purchasing power can be 
released for acquiring the products of the consumption 
goods industries. 

There are, therefore, strong frima facie grounds for 
beheving that Germany’s economic weU-being to-day 
is not vitally bound up with rearmament, in the sense 
that the end of rearmament would mean the collapse 
of her prosperity : on the contrary it could contribute 
largely to the raising of her standard of hving. 

It is inevitable that speculation as to Germany’s 
power to preserve fuU employment in the near future 
should lead to speculation as to the possibility of 
maintaining it over longer periods of time and of over- 
coming the difhculties inherent in the attempt to do 
so. As the experience of the United States in 1927-29 
and of England in 1936-37 shows, any economy, which 
reaches and maintains for any length of time even 
approximate full employment, generates incomes on 
so large a scale that savings also become very large. 
If we assume that it is possible to increase the demand 
for consumption goods by lowering the taxation of 

^ The use of a low rate of interest to encourage private investment would 
have the disadvantage of diminishing the present direct State control over 
the flow of investment ; while an investment which is based chiefly on the 
demand for consumer’s goods, is apt to be unstable because of the fluctua- 
tions to which such demand is ^exposed. This latter difficulty might be 
coimteracted to some extent, however, by the use of the new device for 
control over consumer’s demand in the form of the steering of consumption. 
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wages, tiiis — combined witb a fall in tbe rate of 
interest — sbould provide a powerful inducement to 
an increased investment in the consumption goods 
industries. But as Mr. Meade and Mr. Harrod have 
recently shown, the continuance of investment in 
the consumption goods industries depends upon a 
continued increase in the volume of consumption. 
Now, on the one hand, there are limits to the extent 
to which consumption can go on increasing, and on 
the other hand, the growing volume of investment 
in the consumption goods industries must sooner or 
later yield diminishing profits and therefore less 
incentive to further investment. At this stage in an 
ordinary laissez-faire economy there would be a slump 
and a period of unemployment, which would provide 
a breathing-space during which demand could recover, 
savings diminish and investment later revive. The 
cumulative forces of revival would then come into 
play once more, leading to another boom and eventu- 
ally to another slump. If, however, full employ- 
ment is to be maintained, this breathing-space is not 
available, and the equating of the amount of invest- 
ment to the amount of saving which the public want 
to do must be accomplished in other ways. In 
Germany there seem to be a number of possibfiities ; 

The State could take measures to discourage 
savings by reducing the long-term rate of interest to 
a very low figure indeed — to 1 per cent, or less — thus 
also stimulating the inducement to invest. Very httle 
is known about the probable effects of, say, a 1 per 
cent, rate of interest on the volume of saving, and it 
is conceivable that even this rate would be ineffective 
to produce a balance between saving and investment 
on the basis of full employment. Should this be the 
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case, tie State could in various ways discourage saving, 
e.g. by taxing saving so as to make tie rate of interest 
negative, by taxing undistributed profits of under- 
takings (tie converse of tie existing policy), by heavy 
progressive taxation on the rich, the proceeds being 
transferred to the poor, and so forth. 

Turning to regard the problem from the investment 
end, the State could absorb the excess of savings over 
private investment by borrowing the surplus (at a 
very low rate) and spending the proceeds in ways 
which increase the standard of living of the people, 
at the same time devoting a proportion to great 
public monuments calculated to increase the pride of 
the citizens in the magnificence of their country. It 
may be objected that in Germany, as in most other 
countries, it is now regarded as proper and right to 
finance armaments by borrowing, but improper to 
borrow on a large scale to finance objects of collective 
consumption. To this it may be rephed that a country 
in which propaganda has been carried to such a high 
pitch as in Germany, and with a controlled Press 
and platform, it should not be difficult to alter pubhc 
opinion in this matter and to produce a new orthodoxy. 

Another possibility exists in the export of capital 
on a very large scale, with all that this might imply 
in the form of economic imperialism — expansion in 
south-east Europe, a return to the pre-war drive 
towards India, the demand for the return of the 
Colonies, etc. This type of solution would have the 
apparent advantage of coinciding with the interests 
of the heavy industries and big business in general, 
while politically it would conform to the desires and 
aspirations of what is probably an influential section 
of the German people. As it is reasonable to suppose 
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that such, a policy would be likely to involve friction 
with other Great Powers, it would also carry with it 
the continuance of armament output on a large scale, 
thus helping to solve the problem of maintaining an 
equilibrium between savings and investment with full 
employment — but at the very definite cost of a 
sacrifice to the standard of living. 

Which of these various alternatives will in fact be 
adopted, or in what proportion they may be com- 
bined, must remain a matter for speculation, but two 
factors stand out as of predominant importance : the 
course of external events, and the balance of eco- 
nomic and political power inside Germany. As to the 
latter, the point already made above must be em- 
phasised — namely, that any increase in the standard 
of liv ing which results from a diversion of labour and 
other resources to the consumption goods industries, 
must decrease the relative and perhaps the absolute 
importance of the heavy industries. If, in fact, as 
some observers afldrm, there is already, or will be 
when the time comes, a close partnership and identi- 
fication of interests between the heavy industries and 
those m control of the National Sociahst State, there 
is a strong presumption that external expansion, or 
some other solution, will be adopted which will sub- 
serve the interests of the heavy industries. 

This fashionable (Marxist) interpretation may of 
course be the right one, but it is open to the objection 
that it does not take into account either the special 
characteristics of the present German economic and 
social order or the prevailing system of ideas which is 
being instilled into the youth of the country. Ger- 
many is still a long way from having regained the 
type of distribution of wealth which prevailed before 
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the great inflation of 1923 ; and though a new 
rentier class is rapidly emerging it is still a very 
different world from that of 1913. Moreover, a study 
of the columns of such influential organs of opinion 
as Das Schwarze Korps, the mouthpiece of the S.S., 
or the Volkischer Beobachter, or the Deutsche Volks- 
wirtschaft, reveals the strength of anti-large-scale 
capitalist feeling in the country. It is repeatedly 
afflrmed in such journals that the State is wiUing to 
tolerate large-scale industry in private hands only so 
long as it is found to be advantageous on balance, 
and that it would not hesitate to dispossess it if this 
seemed desirable. It may turn out eventually that 
the State-managed Hermann Gloering works have a 
significance which is greater than the immediate eco- 
nomic and strategic aims which led to their estabhsh- 
ment. Again, while the official teaching of the Hitler 
Jugend is directed towards fostering racial and 
nationahst sentiment in a high degree, it emphasises 
scarcely less strongly the “ socialist ” aims of the 
regime — e.g. the subordination of private interests to 
those of the community, the notion of private property 
as merely being held in trust for the benefit of the 
nation as a whole, the paramount importance of a 
rise in the standard of living as the ultimate objective 
of the economic system, and so on. Even those who 
might be disposed to question the sincerity of the 
teachers, would find httle reason to doubt the degree 
of acceptance which the teaching itself meets. As has 
been stated above there is a strong anti-capitalist 
trend within the National Sociahst Party to-day,’- 
including many of the leaders ; but in the future the 

^ The treatment, on its economic side, of the Jews, whom many Germans have 
been brought to regard as personifying all those aspects of capitalism which 
they repudiate, is partly to be explained by the strength of this sentiment. 
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government of tlie country will be in tbe bands of 
those whom it bas trained up to be its leaders, and 
among these tbe idea of tbe maximisation of individual 
profit as tbe normal aim of economic activity is bkely 
to find few supporters, nor are they bkely to be content 
to act merely as tbe mouthpiece of tbe big industriabsts. 

FinaUy, the possibibty must be envisaged that aU 
attempts to maintain fuU employment, under tbe 
existing system of private ownership of tbe means of 
production subject to State control, might fab. In 
this case there is stbl tbe possibibty that tbe threatened 
break-down of tbe existing economic basis of tbe German 
State could be met and averted by tbe replacement of 
private enterprise by a comprehensive system of State 
ownership and management of aU except quite small 
undertakings. It is evident that such a development 
is neither desired nor contemplated at tbe present 
time and that it would run counter to tbe official 
pobcy of tbe regime ; but it remains as an ultimate 
contingency which, in spite of all opposition, might 
prove more practicable and more acceptable to a 
future generation than tbe alternative of a return to 
tbe normal working of a free economic system, with 
its alternating cycles of boom and depression.’- Tbe 
prestige of tbe National Sociabst State is bound up in a 
high degree with tbe fulfilment of its pledges to prevent 
tbe recurrence of unemployment on a large scale. 

Germany’s economic relations with the 

OUTSIDE WORLD 

Tbe problem arises bow far Germany is in fact 
insulated from economic fluctuations and disturbances 

^ Tlie writer does not wish to deny that it is conceivable that a remedy 
for booms and depressions may yet be found within the ambit of a 
(relatively) laissez-faire economy. 
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wMch originate outside her own borders. It must be 
borne in mind that a great deal of Gerraan industry 
is bound up with tbe export market ; it is estimated 
in fact tbat there are now two million Germans ^ 
working in the export industries, or approximately a 
tenth of aU employed workers. Nor is it in any sense 
the desire of those in control of Germany’s economic 
policy to cut her ofi from world trade. If the Second 
Four-Year Plan is completely successful, it will mean 
not less but more foreign trade for Germany — her 
imports will change in type, but will probably increase 
in quantity, and with these her exports. 

Supposing there to be a prolonged world depression, 
rivaUing that of 1931-32 in intensity, and resulting 
in the halving of the international volume of trade, 
could Germany continue to maintain full employ- 
ment under these conditions 1 A foreign slump would 
not, it is true, necessarily be disastrous to Germany 
through its effect in reducing her power to import, 
for this would be mitigated by the probable change 
in the terms of trade. As a rule food and raw material 
prices fall faster in a depression than the prices of 
manufactured goods, and it can be assumed that 
rmder such conditions foreign countries would be 
anxious to find a market for their produce, even on 
unfavourable terms. The various bilateral, com- 
pensation, “ AsM ”, etc., agreements would also help 
to maintain her imports in some measure ; but in 
any event there must be a contraction in employment 
in the export industries, which could not be without 
its effects on the economy as a whole.* That it would 

^ This compares with between three and four million workers before the 
war of 1914. Cf. R. Eicke, Warum Aussenhandel ? (2nd ed.), p. 7. 

® The fact that the present world recession has resulted in an excess of 
imports over exports of 75 million RM. for the first five months of 1938, as 
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lead to a general internal slump is improbable, but 
the possibility exists, and it points to what is uni- 
versally admitted to be the weakest spot in the 
German armour — Germany’s economic relations with 
the outside world. 

It is not uncommon for an analysis of Germany’s 
economic development to conclude with the statement 
or implication that, though things have gone well so 
far, the pace is too hot to last, and Germany is on the 
verge of a catastrophic collapse. The present chapter 
has been concerned with some of the economic 
difficulties which Germany is facing or wdth which 
she is likely soon to be confronted. Many of these 
problems are new in the sense that there is no pre- 
cedent or historical analogy in the past which can 
serve as a guide to current policy. Each problem as 
it arises has to be dealt with on its own merits, and if, 
and in so far as it is solved, its solution promptly 
leads to the emergence of new problems and diffi- 
culties. But neither general considerations of eco- 
nomic theory, nor a study of the way in which the 
German recovery has been handled since 1933, would 
seem to justify the conclusion that the German eco- 
nonaic system bears in it the seeds of its own im- 
minent breaking-down. So far as the reasonably near 
future is concerned, and assuming the absence of war, 
it would seem more probable that the German economy 
will grow stronger than that it will collapse or decline.^ 

compared with an export surplus of 215 million EM. in the corresponding 
period of 1937, is a proof of the power of external events to influence the 
working of the German economic system ; though account must also be 
taken of the purchases of foreign supplies during these months in order to 
build up internal reserves of foodstuffs and raw materials. 

^ At the date of going to press (December 1938) the author can see 
no reason to retract the above statement in the text, though he would now 
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It is not sufl&ciently realised that the economic 
diffictilties whicli Germany experienced in the early 
days of 1938, and still more in the summer of 1938 
during the Czechoslovak crisis, were largely of Ger- 
many’s own making : she intensified her capital out- 
lay on armaments, etc., to so great an extent that she 
sufiered acute inconvenience and created for herself 
many serious problems, both financial and otherwise. 
But the decision (in its origin of a political nature 
which has been the cause of aU. these difficulties is 
one that can perfectly well be reversed at any time, 
and with its reversal most of the difficulties will 
automatically disappear. The very magnitude and 
scale of German investment is what provides the safety 
valve of the pressure if the system rises too high. 
This pressure can be lowered at any time simply by 
relaxing the intensity of efiort in those sectors in 
which it is least important or urgent. Thus if working- 
class housing rises in the scale of priority to a high 
place, as it well may on political grounds, the re- 
building, for example, of Berlin and other types of 
pubhc construction can be deferred. Again, Germany 
wDl suffer no catastrophe if she builds motor roads at 
the rate of 100 kilometres a year instead of 1000 kilo- 
metres a year. 

In so far, then, as Germany’s difficulties arise from 
shortage of labour and basic materials, they can be 
dealt with by slowing down the activity of the system, 

add the further proviso, that the intensification of rearmament and public 
investment, which has been in progress since June 1938, does not last so 
long and is not carried to such a pitch as to set up unendurable stresses 
within the German economy. 

^ The German economic system under existing conditions has many of 
the characteristic features of a wartime-economy : much economic pros- 
perity is being sacrificed quite consciously and deliberately to objectives of 
political prestige and nnh’tary security. 
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■svliile still mamtaining it sufficiently to preserve full 
employment. 

So long as German labour is ■willing to work for its 
present wages and is not violently dissatisfied ■mth. 
tbe trend of tbe standard of living, and so long as full 
employment continues, tbe German economic system 
is in no danger of breaking do'wn. It may, of course, 
be said tbat these are two very big “ ifs But 
employment at tbe moment is more than “ full ” in 
tbe ordinary sense of tbe word, so tbat there is no 
reason to expect a sudden transition to unemploy- 
ment and depression if there is some diminution m 
this hyper-activity. So far as labour is concerned, tbe 
enormous power of State-controlled propaganda must 
be borne in mind. Over against economic discontents 
may be set pobtical successes such as tbe incorpora- 
tion of Austria and tbe Sudetenland, while on tbe 
economic side there are all tbe advantages of steady 
employment and tbe contrast (which it is so easy for 
propaganda to exploit and exaggerate) between tbe 
economic stabfiity and comparative well-being of 
Germany, and tbe poverty of Eussia or tbe fluctua- 
tions and unemployment of Britain, France and tbe 
United States. In time, no doubt, tbe force of tbe 
appeal to tbe historical contrast between six to seven 
million German unemployed in 1932-33 and tbe full 
employment of tbe present, will become less effective ; 
but tbe hope of still better times to come can be held 
up before tbe eyes of tbe German worker ■with a con- 
siderable measure of probabibty tbat it will be 
reabsed. Given full employment, tbe gains of technical 
progress can be reaped either in increased output or 
greater leisure, or both. As more and more machinery 
is introduced tbe hours of work can gradually be cut 
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down without stopping the rise in the material 
standard of livingd The German worker is not likely 
to be driven into revolt by economic causes as long 
as there is any improvement in his condition of life, 
even though the rate of improvement may be a slow 
one. 


THE PROBLEM OP ECONOMIC FREEDOM 

In the mind of an English economist who has 
studied at first hand the economic history of Germany 
during recent years and who has observed, sometimes 
critically and sometimes admiringly, the struggles and 
achievements which have characterised her recovery 
from the depression of 1932, the question inevitably 
arises : What scope does the system afford to those 
human values on which economic welfare in the long 
run must ultimately depend 1 In its outward appear- 
ance it is a complex and tangled net-work of State 
control, regulation and interference. The bureau- 
cratic apparatus is so enormous that only the expert 
can understand its operation in the sphere with which 
he is actually concerned. The matter is made worse 
by the fact that a legal training is still the starting- 
point for a career in the higher civil service, and the 
majority of the officials controlling economic affairs 
are lawyers.® The Paragraphengeist, as it used to be 
called in the old days, is still rampant in present-day 
Germany, with all its rigidity and paralysing influence. 
Is it possible to maintain indefinitely a managed 
economy on these lines, and yet prevent human 

^ In some industries tlie present tours of work are certainly longer than 
the technical optimum for a long run, so that a decrease would be associated 
with a rise rather than a fall in productivity per head. 

^ There is observable a growing tendency to make use of the services of 
engineers and economists in the work of economic control, but the supply, 
especially of trained economists, is not nearly adequate to meet the demand. 
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personality and initiative from being strangled by tbe 
coils, tbe sheer weight and inertia of the bureaucratic 
machine ? For the time being there remains the 
momentum of an earlier and freer economic system, 
but what of the future when the momentum has run 
down and the system must be maintained by those 
whom it has raised up 1 

No man can foresee how the German economic 
system will develop — except that it is certain that 
it cannot stand still. It is true that there are not 
lacking in Germany those who fear the peril of the 
bureaucratisation, but it is eminently a danger which 
it is easier to recognise than to avoid. When the 
Second Four-Year Plan was sprung upon a startled 
country, the “ rule of the Major-Generals ” ^ partially 
supplanted that of the State ofi&cials and over-rode 
departmental jealousies and obstructiveness. But to 
the individual manufacturer and trader the main 
result was to present him with new sets of forms and 
still more material for the “ paper war ”. The reten- 
tion in being of the National Socialist Party side by 
side with, and in a sense mer the oflS.cial organisation 
of the State, is in part an attempt to preserve the 
spirit of revolutionary enthusiasm for getting things 
done, from being stifled by the traditionalism and 
routine of the administrative services. But to solve 
for the time being the problem of the leaders does not 
necessarily solve the problem of the led, and in the 
long run this latter may prove to be the more important 
and the more intractable of the two. 


^ See above, pp. 107 n., 108. 
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TABLE I * 

POPULATION STATISTICS! 


Year 

No. of 
Marriages 

Live 

Births 

Crude Birth 
Bate per 1000 

of Population 

Deaths 

Excess of Births 
over Deaths (Net 
Increase of 
Population) 

Total 

Popula- 

tion 

(OOO’s) 

Number 

Bate per 
1000 of 
Population 

1913 

513,283 

1,838,750 

27-5 

1,004,950 

833,800 

12-4 

66,978 

1928 

594,631 

1,199,998 

18-6 

747,444 

452,554 

70 

64,393 

1932 

516,793 

993,126 

15-1 

707,642 

285,484 

4-3 

65,716 

1933 

638,573 

971,174 

14-7 

737,877 

233,297 

3-5 

66,027 

1934 

740,165 

1,198,350 

18-0 

724,758 

473,592 

7-1 

66,409 

1935 

651,435 

1,263,976 

18*9 

792,018 

471,958 

71 

66,871 

1936 

609,631 

1,277,052 

190 

795,203 

481,849 

7-2 

67,346 

1937 

618,971 

1,275,212 

18-8 

793,192 

482,020 

71 

67,800 


^ Statistisches Jahrhuch fiir das Deutsche Reich^ 1937 ; Wirtschaft 

und Statistik 1938, No. 9, 


TABLE II * 

NATIONAL INCOME AND THE VOLUME OF 

INVESTMENT i 


(In Milliard RM.) 



1928 

1932 

1933 

1934 

1935 

1936 

1937 

1. National income 

75-4 

45-2 

46-6 

62-7 

68-6 

650 

71-0 

2. Investment : 

(o) Total gross 

13-7 

4-2 

51 

8-2 

11-6 

13-8 

16-0 

(6) Total net . 

7-0 

-1-6 

-0-75 

2-4 

5-6 

7-6 

9-5 

(c) Public works including 
transport, canals and 

roads (gross) , 

4-6 

1-7 

2-2 

4-1 

6-6 

7-6 

» • 

(d) Dwelling-houses 

(gross) 

2*8 

0-76 

0-88 

1-4 

1-6 

1-9 

• • 

(e) Electricity, gas, water 

(gross) 

1-0 

0-22 

0-2 

0-3 

0-4 

0-6 

* « 

(/) Agriculture (gross) 

0-95 

0-55 

0-6 

0-7 

0-78 

0-85 

• * 

(g) Industry (gross) 

2-6 

0-44 

0-56 

1-1 

1-7 

2-1 

* * 

(h) Handicraft, commerce, 

■ 







misc. (gross) . 

1-7 

0-55 

0-65 

0-7 

0-75 

0-85 

• ■ 


1 Eeport of Reiohskreditgesellschaft for 1937-38, p. 6. 
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TABLE III * 

INVESTMENT, DEPEECIATION AND STOCKS, 

IN INDUSTEYi 



1928 

! 1932 1933 

1934 

1935 

1936 

Investment : 

(Million !Rm. reduced to the Price Basis of 1928) 

Production goods indus- 
tries (gross) 

1,715 

290 375 

850 

1,500 

1,930 

Consumption goods in- 
dustries (gross) 

900 

225 300 

430 

500 

590 

All industry (gross) 

2,615 

515 675 

1,280 

2,000 

2,250 

Investment and De- 
preciation : 

(Million PM., Actual Values in each Year) 

All industry (gross) 

2,615 

439 557 

1,067 

1,658 

2,084 

“ Normal ” deprecia- 
tion 

1,534 

1,320 1,300 

1,300 

1,320 

1,400 

Actually written off for 
depreciation . 

1,700 

1,600 1,500 

1,800 

2,000 

2,300 

Industrial Stocks: 

Total 

12,061 

6,534 6,459 

6,964 

7,587 

7,787 

Changes of stocks held 
by production goods 
industries 

+ 875t 

-655J -128 

+ 408 

+ 420 

+ 242 

Changes of stocks held 
by consumption goods 
industries 

+ 391t 

-351t +53 

+ 97 

+ 203 

-42 

Total changes of stocks 

+ 1,266 1 

-l,006t -75 

+ 505 

+ 623 

+ 200 


t Increase in 1928 over 1927. 
t Decrease in 1932 against 1931. 


^ Die Deutsche V olhswirtschaft, No 4, 1938, pp. 149-161. 








STATISTICAL APPENDIX 


277 


TABLE IV * 

ECONOMIC INDICES f 



National Income 
(Mrd. RM.) 

Wholesale Prices 
(1913 = 100) 

Industrial Production 
(1928 = 100) 

Imports (Mrd. RM.) 

Exports (Mrd. RM.) 

Employment (OOO's) 

Unemployment 

(OOO’B) 

Currency Circulation 
(Mrd. RM.) 

1928 

75‘4 

140-0 

100 

14-0 

12-3 

18,000 

1,353 

5-8 

1932 

45-2 

96-5 

58-0 

4-7 

5-7 

12,580 

5,575 

5-8 

1933 

46*6 

93*3 

65-7 

4-2 

4-9 

13,080 

4,804 

5-4 

1934 

52*7 

98-4 

82-9 

4-5 

4-2 

15,090 

2,718 

5-5 

1935 

68-6 

101-8 

95-3 

4-2 

4-3 

16,000 

2,151 

5-8 

1936 

65-0 

104-1 

107-8 

4-2 

4-8 

17,140 

1,592 

6-2 

1937 

71-0 

105-9 

118-8 

5-5 

5-9 

18,370 

912 

6-7 

March 

1938 

* • 

105-8 

124-6 

• • 

• • 

18,831 

508 

t 

7-0 


t In continuance of Table II, p. 14, and Table VI, p. SI. 


TABLE V* 

NEW CAPITAL ISSUES IN GEEMANY !• ^ 
(Million EM. In 1913 million marks) 


Year 

(a) 

Public Loans 

(&) 

Industrial 

Loans 

(c) 

Stocks and 
Shares 

Total of 
(a), (6) and (c) 

1913 

1,251 

331 

600 

2,182 

1927 

714 

181 

1,438 

2,333 

1928 

663 

294 

1,339 

2,296 

1929 

520 

8 

979 

1,507 

1930 

529 

35 

555 

1,119 

1931 

65 

1 

635 

701 

1932 

248* 

10 

150 

408 

1933 

71* 

2 

91 

164 

1934 

75* 

4 

143 

222 

1935 

1,636 

3 

156 

1,795 

1936 

2,670 

47 

395 

3,112 

1937 

3,150 

258 

333 

3,741 

1938 

(Jan.-April) 

1,934 

65 

116 

2,115 


♦Not including tax exemption certificates. 


^ Report of Reichskreditgesellschaft for 1934-35, p. 65, and for 1938, p. 66. 
2 Not including issues of mortgage or municipal bonds. 
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TABLE VI * 

NUMBEES EMPLOYED IN INDUSTRY AND HANDI- 
CEAETS, MID-1932 AND MID-1937 f ^ 

(Mid-year Figures in OOO’s) 



1932 

1937 

Increase 

Mining ....... 

407 

602 

195 

Building materials ..... 

183 

322 

139 

Building and ancillary Trades J . 

Iron and Metals (extractive and manu- 

580 

1,815 

1,235 

facturing) ...... 

Electrical, mechanical and optical Instru- 

934 

2,397 

1,463 

ments ....... 

216 

559 

343 

Chemicals ...... 

201 

358 

157 

I. Total production and capital goods . 

2,521 

6,053 

3,532 

Textiles ....... 

628 

887 

259 

Clothing ....... 

381 

535 

154 

Foodstuffs, beverages, etc. .... 

686 

858 

172 

Timber ....... 

275 

587 

312 

Papermaking, printing, duplicating, etc. 

347 

446 

99 

Leather and linoleum .... 

56 

103 

47 

Glass and pottery ..... 

139 

182 

43 

Miscellaneous ...... 

266 

308 

42 

II. Total consumption goods 

2,778 

3,906 

1,128 

I and II Grand total ..... 

5,299 

9,959 

4,660 


t Includes apprentices and also absentees from sickness, 
t Includes emergency relief workers. 


1 Weekly Report of Business Research Institute, 1937, No. 41/42. 
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TABLE VII * 

AGEICULTURAL OUTGOINGS i 
(In Million EM.) 



1932-33 

1933-34 

1934-35 

1935-36 

1936-37 

Total outgoings . 

5,519 

5,522 

5,591 

5,989 

6,324 

Outgoings in respect of 

new buildings . 

160 

186 

204 

206 

239 

Maintenance of build- 

ings 

203 

217 

227 

223 

242 

New machinery and 

tools 

138 

177 

234 

327 

395 

Maintenance of inven- 

tory 

475 

514 

581 

697 

784 

Manures 

522 

567 

626 

732 

699 

Forage 

608 

722 

610 

594 

597 

Other materials . 

427 

433 

480 

508 

550 

Cash wages and insur- 

ance contributions . 

1,486 

1,466 

1,539 

1,622 

1,708 

Taxes 

560 

510 

440 

450 

480 

Interest on borrowed 

capital 

850 

730 

650 

630 

630 


TABLE VIII * 

AGEICULTUEAL BALANCE-SHEET ^ 
(In Million EM.) 



1932-33 

i 1933-34 

1934-35 

1935-36 

1936-37 

Total selling receipts . 

6,405 

7,409 

8,302 

8,698 

8,861 

Repayment of debt 

-200 

-200 

-300 

-100 

0 

Current expenses (ex- 
cluding cash wages) 
plus 7 per cent, allow- 
ance for overhead 
charges . 

4,573 

4,580 

4,563 

4,916 

5,195 

Available liquid re- 

sources 

1,632 

2,629 

3,439 

3,682 

3,666 

Retained by farmers 

300 

1,300 

2,020 

2,190 

2,094 

Paid out in wages 

1,332 

1,329 

1,419 

1,492 

1,572 


^ Report of Reichskreditgesellschaft for 1937-38, p. 30. 

2 Ibid. p. 31. 
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TABLE IX * 

GERMAN IMPORTS OF FOODSTUFFS AND FODDERS 


1933 1934 1935 1936 1937 



1,000 

Tons 

Mill. 

KM. 

1,000 

Tons 

Mill. 

KM. 

1,000 

Tons 

Mill. 

KM. 

1,000 

Tons 

Mill. 

KM. 

1,000 

Tons 

Mill. 

KM. 

Cereals 

1,900 

160 

2,000 

160 

1,200 

100 

500 

50 

4,100 

430 

(Of which Wheat)* 

(780) 

(70) 

(650) 

(60) 

(160) 

(15) 

(75) 

(7) 

(1,280) 

(170) 

Oil seeds . 

1,900 

220 

1,900 

180 

1,100 

120 

1,400 

200 

1,500 

230 

Fruit of all kinds 

1,000 

260 

1,000 

250 

800 

240 

900 

240 

700 

220 

Butter 

60 

80 

60 

70 

70 

90 

80 

100 

90 

120 

Meat 

50 

40 

60 

40 

60 

60 

110 

90 

110 

80 

Fish . 

230 

50 

210 

50 

220 

50 

250 

50 

230 

50 

Oilcakes . 

530 

50 

120 

10 

300 

20 

60 

5 

110 

10 

Miscellaneous 

1,530 

400 

1,700 

500 

1,800 

400 

1,400 

500 

1,700 

600 

I. Total food and 

fodder 

7,200 

1,300 

7,000 

1,200 

5,600 

1,100 

4,700 

1,200 

8,600 

1,700 

11. Beverages and 

tobacco 

300 

300 

400 

300 

300 

300 

400 

300 

400 

300 

Total I+n 

7,500 

1,600 

7,400 

1,500 

5,900 

1,400 

5,100 

1,500 

9,000 

2,000 


* Including wheat flour expressed in terms of wheat. 


TABLE X * 

POSITION OF THE REICHSBANK^ 
(In Million Marks) 



1928 1932 

1933 

1934 

1935 

1936 

1937 

March 

1938 

Gold and foreign ex- 








change . 

2,405-4 974*6 

529-7 

164-7 

91-0 

75-2 

74-6 

76-2 

Assets : 








BiU8-cheG[ues . 

2,203-7 3,013-2 

2,884-8 

3,213-8 

3,702-5 

4,295-0 

4,893-3 

5,319-8 

Reich treasury bills 

4-4 19*2 

20-3 

15-3 

14-9 

22-1 

14 7 

24-0 

Eligible securities . 
Other securities 

1 93-6 326-0 

371-6 

/ 372-3 
(323-9 

370-1 

322-7 

257-1 

311-3 

133 0 
300-2 

108-1 

294-6 

Loans on securities . 

60-4 144-4 

98-8 

91-6 

56-3 

48-8 

43-3 

50-5 

Total credits . 

2,362-1 3,502-8 

3,375-5 

4,016-9 

4,466-5 

4,934-3 

5,384-5 

5,797-0 

Liabilities : 

Notes in circulation 

4,234-7 3,843-8 

3,372-7 

3,561-5 

3,730-8 

4,231-8 

4,777-6 

5,116-3 

Clearing deposits 

557-5 389-2 

396-1 

644-4 

808-3 

708-4 

739-2 

947-4 


^ Bi. Eicke, Warum Aussenhandel ? (2nd ed.), p. 16. 

2 Statistisches J aJirbuch filr das Deutsche Reich ; Annual E-eports of the Reichshank. 
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TABLE XI * 

REICH TAX AND CUSTOMS REVENUES i 

(In Million RM.) 


Financial Year (April 1-March 31) 



1928-29 

1932-33 

1933-34 

1934-35 

1935-36 

1936-37 

1937-38 

Income, property and trade 








taxes : 








Total 

6,148 

4,023 

4,062 

4,970 

6,176 

7,839 

9,822 

Wages tax . 

1,415 

749 

730 

899 

1,362 

1,544 

1,760 

Assessed income tax 

1,524 

543 

520 

775 

1,075 

1,584 

2,219 

Corporation tax . 

608 

106 

210 

320 

593 

1,047 

1,553 

Property tax 

451 

330 

307 

303 

303 

360 

366 

Sales tax . 

1,000 

1,354 

1,516 

1,873 

2,020 

2,389 

2,754 

Consumption taxes 

1,772 

1,518 

1,719 

2,104 

2,229 

2,320 

2,547 

Customs revenues 

1,105 

1,106 

1,065 

1,149 

1,249 

1,333 

1,595 

Grand total 

9,025 

6,647 

6,846 

8,223 

9,654 

11,492 

13,964 


^ -- - - -- V 


TABLE XII * 

NATIONAL INCOME AND TAXATION » 
(In 1000 Million RM.) 



National 

Income 

(Calendar 

Year) 

Public Eevenues (Financial Year) 

Proportion 
of Public 
• Revenues to 
National 
Income 
% 

Taxes and 
Customs t 

Unemployment 

Insurance 

Contributions 

Total 

1928 

75-4 

13*2 

0-8 

14-0 

18-6 

1932 

45-2 

10-2 

1-3 

11-5 

25-4 

1933 

46-6 

10-6 

1*5 

12«1 

26-0 

1934 

52*7 

11-8 

1-5 

13-3 

26-2 

1935 

58-6t 

13-3 

1-4 

14-7 

25-lt 

1936 

65‘Ot 

15*4 

1-5 

16-9 

26-O.t 

1937 

71-Oi 

18-0 

1 

19-6 

27-6J 


t Ueich, provincial, and local revenues from taxes, dues and customs. 
% Figures corrected for revised estimates of the National Income. 

1 Report of Reichskreditgesellschaft for 1938, p. 71. 

2 Ibid. 1937-38, p. 77. 
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TABLE XIII * 

GERMANY’S FOREIGN DEBT i 
(In 1000 Million RM.) 



Long Term 

Short Term 

Grand Total. 

Total 

(Standstill) 

July 1931 

10-7 

13-1 

6-3 

23-8 

February 1933 

10*3 

8-7 

4-1 

19-0 

„ 1934 

7-2 

6-7 

2-6 

13-9 

„ 1935 

6-4 

6-7 

2*1 

13-1 

„ 1936 

6*1 

6-3 

1-7 

12-4 

„ 1937 

5-4 

5-4 

1*2 

10-8 

„ 1938 

5-0 

5*0 

0-9 

10-0 


^ R. Eicke, Warum AussenJiandel ? (2nd ed.), p. 76. 
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TABLE XIV* 

FINISHED GOODS EXPORTS ^ 
(In MilUon RM.) 



1929 

1936 

Jan. 1936 

Nov. 1937 

% Increase 
1936-37 
(Jan.-Nov.)t 

Production goods : 

Engineering (non-electrical) 






products, total 

1,603 

606 

646 

679 

24*2 

Machine tools . 

210 

148 

133 

183 

37-4 

Chemical preliminary and 
intermediate products, 

tjoijdjl • ■ « • 

881 

418 

378 

429 

13-5 

Dyes, varnishes and paints 

306 

182 

165 

182 

10-4 

Iron goods, total 

1,684: 

724 

657 

898 

36-7 

Bars and shapes 

217 

104 

94 

141 

50-4 

Steel tubes 

138 

64 

58 

87 

50'6 

Electrical and electrical 

engineering products 

629 

258 

233 

282 

21-1 

Fine mechanical and optical 

instruments . 

154 

91 

82 

105 

27-9 

Total 

4,961 

2,097 

1,896 

2,393 

26-2 

Typical consumption goods : 

. Textile goods, total . 

1,369 

378 

347 

397 

14-3 

Tissues, fabrics, etc. 

770 

213 

194 

244 

25-7 

Clothing 

599 

165 

153 

152 

-0-2 

Leather and leather goods 

395 

86 

80 

65 

-18-5 

Furs and fur goods . 

289 

42 

39 

47 

22-3 

Chemical final products 

258 

178 

161 

197 

22-9 

Paper, cardboard, paper 

goods .... 

390 

150 

135 

167 

23-9 

Glass and glassware . 

161 

76 

68 

76 

10-7 

Wood products 

126 

39 

35 

36 

2‘6 

Earthenware, porcelain 

155 

67 

60 

69 

14-8 

Toys .... 

121 

36 

32 

34 

4-8 

Musical instruments . 

117 

28 

25 

27 

8-1 

Clocks and watches . 

61 

32 

29 

34 

16-7 

Total . 

3,442 

1,112 

1,011 

1,149 

13-7 

Other finished goods 

1,440 

593 

530 

708 

33-7 

Grand total 

9,833 

3,802 

3,437 

4,250 

23-7 


t The percentages are calculated from the precise figures for the value of the 
exports. 


‘ Report of Reiohskreditgesellsohaft for 1937-38, p. 96. 
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TABLE XV * 

COMMODITY ANALYSIS OF GEEMANY’S 
FOREIGN TRADE 1 

(Values in Million RM.) 



Total 


Jan,- 

-Nov. 


1935 

1936 

1936 

1937 

Imports : 

Total .... 

4,159 

4,218 

3,851 

4,938t 

(a) Foodstuffs, etc. 

1,435 

1,499 

1,360 

1,841 

(6) Industrial, total 

2,724 

2,719 

2,491 

3,052 

Raw materials 

1,568 

1,571 

1,444 

1,814 

Semi-finished goods 

748 

750 

685 

884 

Finished products . 

408 

397 

362 

354 

II. Exports ; , . . 

Total 

4,270 

4,768 

4,311 

5,359+ 

(a) Foodstuffs, etc. . 

96 

88 

78 

81 

(5) Industrial, total 

4,174 

4,680 

4,233 

5,277 

Raw materials . 

447 

419 

380 

530 

Semi-finished goods . 

416 

459 

416 

497 

Finished products 

3,311 

3,802 

3,437 

4,250 


t Including 45 million RM. returned goods. 
t Including 1 million RM, returned goods. 

^ Report of Reicliskreditgesellscliaft for 1937-38, p. 96. 
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TABLE XVI* 

GEEMANY’S NET IMPOETS OF CEETAIN 
EAW MATEEIALSi 

(January-October) 


I. Volume in Thousand 
Metric Tons 


II. Value in Million EM. 



1928 

1935 

1936 

1937 

1928 

1935 

1936 

1937 

Production goods 
industries : 

1. Iron Ores 

11,991 

11,705 

15,736 

16,854 

213-9 

103-8 

143-0 

179-4 

2. Copper . 

229 

181 

161 

207 

288-7 

66-2 

70-3 

140-8 

3. Nickel, Lead, 

Tin, Zinc 

205 

119 

132 

134 

125-4 

53-9 

46-8 

65-3 

4. Rubber . 

37 

60 

65 

103 

89-2 

36-2 

61-5 

98-8 

5. Mineral Oils 

1,645 

2,777 

3,140 

3,409 

190-1 

109-7 

135-7 

167-6 

6. Timber . 

7,159 

4,715 

4,107 

3,347 

477-2 

173-2 

173-5 

181-6 

Consumption goods 
industries : 

1. Wool 

150 

140 

109 

108 

496-4 

220-5 

197-0 

243-4 

2. Cotton 

262 

289 

265 

274 

440-8 

239-6 

203-7 

221-0 

3. Hides and Skins 

110 

121 

114 

133 

434-7 

117-8 

143-9 

196-5 


1 Report of Reichskreditgesellschaft for 1937-38, p. 97. 
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TABLE XVII * 

GEEMANY’S FOREIGN TRADE WITH LARGE 
ECONOMIC REGIONS (GROSSRAEUME) i 

(In Million RM.) 



Germany’s Imports 

Germany’s Exports 


1932 

1935 

1936 

1937 

1932 

1935 

1936 

1937 

Great Bntain and 

British. Empire 

854 

679 

768 

1,025 

727 

690 

793 

912 

Holland and Dutch 
Colonies . 

418 

353 

325 

392 

679 

442 

437 

528 

France and Colonies . 

227 

195 

141 

232 

501 

274 

276 

343 

Italy and Colonies 

181 

188 

209 

221 

223 

278 

241 

318 

Belgium and Colonies . 

177 

148 

168 

235 

304 

204 

214 

292 

Switzerland 

92 

114 

106 

94 

412 

257 

226 

231 

Spain and Colonies 

106 

129 

110 

135 

96 

no 

72 

66 

Portugal and Colonies 

21 

28 

29 

35 

30 

33 

35 

43 

Western States, Total 

2,076 

1,834 

1,856 

2,370 

2,972 

2,288 

2,294 

2,733 

Scandinavian States . 

273 

369 

439 

488 

495 

439 

509 

634 

South-eastern States of 
Europe . 

» 

337 

363 

405 

601 

403 

321 

432 

597 

Austria and Hungary . 

101 

149 

170 

207 

207 

171 

192 

233 

Poland and Border 
States 

169 

163 

176 

237 

197 

159 

184 

247 

Soviet Union 

271 

215 

93 

65 

626 

39 

126 

117 

Turkey 

40 

93 

118 

98 

31 

67 

79 

111 

Northern and Eastern 
States of Europe, 
Total 

1,191 

1,352 

1,401 

1,696 

1,959 

1,196 

1,522 

1,939 

South-American States 

353 

467 

435 

731 

192 

326 

409 

632 

United States 

598 

243 

244 

282 

295 

177 

183 

210 

China 

177 

56 

70 

94 

82 

91 

126 

148 

Central American 

States 

91 

79 

100 

119 

44 

65 

100 

120 

J apan and Colonies, 
incl. Manchukuo 

19 

67 

68 

90 

81 

88 

82 

129 

Extra-European 

Regions, total . 

1,238 

912 

917 

1,316 

694 

747 

900 

1,139 

0 ther countries . 

162 

61 

44 

86 

114 

39 

52 

100 

Germany’s total 

Imports and Exports 

4,667 

4,159 

4,218 

5,468 

5,739 

4,270 

4,768 

6,911 


^ B. Eicke, Warum Aussenhandel ? (2nd ed.), p. 38. 
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TABLE XVIII * 

GERMANY’S BALANCE OF TRADED 
(In million RM. : Active Balance + ; Passive Balance - ) 



European 

Overseas 

Total 

1932 

+ 2,147 

- 1,075 

+ ] 

1,072 

1933 

+ 1,520 

- 853 

+ 

667 

1934 

+ 611 

- 895 

— 

284 

1935 

+ 561 

- 450 

+ 

111 

1936 

+ 852 

- 302 

+ 

550 

1937 

+ 1,055 

- 612 

+ 

443 


^ 1932-36. — Report of Reichskreditgesellschaft for 1937-38, p. 98; 1937 
figures suppKed by Reichskreditgesellschaft. 
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favourable till end of 1937, 213 
in 1934-36, 99 
Balogh, T., 125 n. 

Bank, Die, 14: n. 

Bank of International Settlements, 
30 n. 
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illiquidity of, in 1931-33, 32, 

54 

loans and deposits of, 93 
reorganisation of, in 1931, 22 
resources of, in 1913 and 1923, 

2 n. 

subscribe to new public loans, 
83-4, 253 

“ Battle of production 96, 138 
Benzine : 
price of, 242 n. 
produced from lignite, 73 
Bills, see Employment creation biUs, 
“ Special ” bills, “ Delivery ” 
bills. Banks 
Blocked marks, 50, 64 
Boom : 

and depressions, 261, 265 
of 1926-29, abnormal features of, 
8, 13 

of 1933-37, compared with 1926- 
1929, 135-6 

Branded goods, 168, 178, 221 
Brassert, H. A., 104 n. 
Bresciani-Turoni, 2 n. 

Brookings Institute of Economics 
in Washington, 13 n, 
Bruening, Dr. : 
policy of, in 1930-31, 24-5 
replaced by von Papen, 30 
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Building : 

evasion of Price Stop Decree in 
case of, 181 

rise in cost of, in agriculture, 141, 
144 

in housing, 147-8 
trades, numbers employed in, 87, 
115, 278 

Building labour : 

drafted off to work on fortifica- 
tions, 227 

shortage of, 109, 146 
wages of, 228, 249-50 
Buna (synthetic rubber), 104, 178, 
239-40 

Bureaucratic control, 218-23, 270-71 
Business Research Institute {In- 
stitut fur Konjunkturfor- 
schung), 9 59, 75 n., 96, 

112 n., 114 n., 136 w., 178, 

189 


Canals, as a reserve of investment, 
257 

Capital market : 
controlled by committee under 
Dr. Schacht, 39 

disorganised in January 1933, 31 
during First Four- Year Plan, 83-4 
in 1929-30, 17, 20 
in 1934, 54, 77 

in relation to the Second Four- 
Year Plan, 119-24, 129 
influence of long-term interest 
rate on, 133 

new capital issues in 1913 and 
1927-38, 277 
regulation of, 131, 217 

Capitalism, National Socialist atti- 
tude towards, 219-20, 244 n.y 
264 71. 

Cartels ; 

attitude of State towards, in 
1933-34, 55 

compulsory, 55, 73, 166 
control of marketing and price 
policy by, 222 
control of prices of, 166-8 
importance in German industry 
of, 166 n. 

Price Stop Decree and prices of, 
173-4 

reduction of prices of, 179 


rise in prices of products con- 
trolled by, 15 

10 per cent, cut in cartel prices 
in 1931, 24 
Cereals : 

bread — not to be used as fodder, 
139, 165 

favoured by tariff policv before 
1933, 155 

Germany’s seK-sufficiency in, 

96-7 

imports of, since 1933, 280 
increased percentage of extrac- 
tion of, 162-3 
output of, since 1933, 142 
poor — harvests, 1934-37, 161 
prices of, 155-6 
Clearing Agreements : 
in 1934-36, 65 
in 1936-38, 152-3 
Coal Strike of 1926 in England, 8 
Commissioner for Creation of 
Employment, 34 
Commissioner for Credit, 94, 96 
Commissioner for Price Formation : 
appointed, 108, 166, 172 
price policy of, 172-81, 218, 250 
Commissioner for the Supervision of 
Prices : 

appointed, 25, 166 
office abolished, 166, 170 
price policy of, 166-170 
Compensation trade : 
higher import prices under, 157 ?i., 
158 

in 1934-36, 68-70 
private, restricted, 151-2 
Confidential Councils, 198-9, 226 
Consumption : 

income inflation combined with 
fixed prices must lead to 
rationing of, 251 
measures in 1933-34 for main- 
taining, 42 

per head, of foodstuffs, etc., 140- 
141, 207 

reasons for not stimulating, 

214-16 

restricted by investment in pro- 
duction goods industries, 238- 
240 

restricted by taxation in 1935- 
1936, 90 

steering of, see under Steering 
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Consumption goods : 

and Second Four- Year Plan, 105- 
106 

decrease in output in 1929 of, 15 
employment in industries making, 
87-8 

expansion of, must be at expense 
of production goods industries, 
243, 263 

gross value of output of, 134-5 
houses a form of, 260 
in 1931-32, 27 
in 1932-34, 47 
in 1935-36, 91-2 

industries, shorter working hours 
in, 113 

industries not working to capacity, 
235, 255-6 

instability of demand for, 260 n. 
output of, as test of standard of 
living, 204-9 

output of, restricted by volume 
of investment, 241-2 
relative growth in output of, 136 
rise in prices of, in, 1936-37, 171, 
177-8 

scope for increasing demand for, 
242, 260-61 
supply of, 253-4 

Corby works, Northamptonshire, 

104 n. 

Corporation tax : 
rise in, 85, 245 
yield of, in 1928-38, 281 
Cost of living : 
agricultural prices and, 60 
efforts to prevent rises in, 154 
index number of, 161, 185-7, 206 
reduction of, in 1932, 25 
Courts of Social Honour : 
influence of, 226-7 
institution of, 200 
Credit creation, 129, 214, 251 
Credit Supervisory Board, 94 
Czechoslovakian dispute : 
causes intensification of re- 
armament, 268 

effects on German finance of, 129 
effects on labour policy of, 227-9 

Darmstadter and National (Danat) 
Bank, 21 
Dawes Plan : 

effect of, on Reichsbank, 11 
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loan, payment of interest on, 63 
origin and nature of, 4-5 
rising annuities under, 8 
total payments under, 13 
transfer protection under, 4, 13 

Decentralisation of industry, 230- 
232 

Deflation of 1931-32, 24-31 

“ Delivery ” bflls : 
first issued in April 1938, 128-9 
interest on, 129, 131 ?i. 
number of, issued by September 
1938, 129 72. 

Department of Overseas Trade ; 

Mr. Rawlins’ Report on economic 
conditions in Germany, 55 n., 
185 72., 198 

Depreciation, 252, 258-9, 276 

Deutsche Allgemeine HandwerJcs- 
zeitung, 246 

Deutsche Bau- und Bodenbank, 35, 
36, 83 72. 

Deutsche Gesellschaft fur Oeffent- 
liche Arbeiten ( OEFPA),35, 36 

Deutsche JRentenbanJc Kreditan- 
stalt, 35 

Deutsche Vollcswirt, Der, 175 n. 

Deutsche Volkswirtschaft, Die, 147, 
184, 191, 222 72., 244 zi., 248 
72., 264, 276 72. 

Devaluation : 

as alternative to deflation in 
1931, 23-4 

as alternative to exchange con- 
trol in 1934, 66-7 
of other currencies affects German 
price policy, 154 

Disarmament Conference, Germany 
withdraws from, in March 
1935, 74 

Discount rate : 

in the market, 3, 29, 35, 52, 54, 
74, 94-5, 132 

of Reichsbank, in 1924, 3 
in 1925-26, 6 
in 1929, 16 
in 1931, 21-2, 29 
in 1932-33, 35 

as instrument of credit control, 
95 

for “ special bills ”, 74 
in relation to foreign loans, 11 
kept unchanged at 4 per cent, 
since September 1932, 132 

U 
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Dividends Limitation Law : 
efiects of, 85, 90, 217, 252-3 
passed in 1934, 77 
Domestic service : 

compulsion on women to enter, 

112 

tax remission for female 

domestic servants, 39, 42 
Douglas, Major, 214 

Eastern frontier, drain of labour 
from, 116 

Economic freedom, problem of, in 
modern Germany, 270-71 
Economic imperialism, 262 
Economic theories, German eco- 
nomic system not originally 
based on, 215, 215 n. 

EicLe, R., 152 n., 153 n., 266 n., 

280 282 n., 286 n. 

Employment : 

in export industries, 266, 266 n. 
in industry and handicraft, 1932 
and 1937, 278 
in 1928-32, 31 

in 1932-34, 43, 43-7, 49-50, 51, 60 
in 1935-36, 74, 85-9 
in 1936-37, 101-2, 112-13, 115 
in 1937-38, 224-8, 255-6 
of women, 39, 42, 111-13 
on motor roads, 258 
reserve of, 146, 256 
^ee also EuH employment 
Employment Board : 

control of skilled labour by, 117 
finance of Labour Service by, 37, 
41 

regulates apprenticeship, 109 
Employment creation : 
and FyramidenbaUy 51 
changed attitude towards, in 1937, 
119 

decrease of importance of, after 
end of 1934, 72-3 
funds spent on, to end of 1931, 
40-41 

to end of December 1934, 51 
measures, productivity of, 236 n. 
policy of, 101, 214, 217, 234-5 
replaced by rearmament from 
1935 onwards, 74 
Employment creation bills : 

a result of the Reicbsbank Statute, 
34, 216 


decrease in issue of, at beginning 
of 1935, 81 6 & 

discount rate on, 35, 74 
discounted by Reicbsbank, 52 
finance of capital outlay by, 73 n, 
finance of motor roads by, 39-40 
finance of Reinhardt Programme 
by, 38 

first issued under von Panen, 34- 
36 ^ 

redemption of, 38-9, 82-3, 101 
England : 

agricultural marketing policy in. 

58, 161 6 r j . 

Bank of, 21 
coal strike in, 8 

devaluation of currency in, 23, 

154 

experience of, in revival of 1936- 
1937, 260 

export prices in, 71-2 
price level in, 33 n. 
war-time economic policy in, 

215 n. 

Entail, 60, 116, 145 
Exchange ratio for German and 
English currencies, 3371. 
Export of capital : 

control of, 62-3, 67, 72, 214 
may help later to maintain full 

employment, 262 

Exports : 
analysed, 284 

as proportion of finished goods, 

205 

balance of, with imports, 213 
control of, under New Plan, 68 
declining in 1934, 65 
desire to increase, 229 
diversion of productive capacity 
to, 258-9 

elasticity of foreign demand for 
German, 67, 106, 159, 242 
importance of, trade as market 
for finished goods, 59 
in 1925-29, 14, 18, 22-3 
in 1928-32, 31 
in 1928-37, 277 
in 1932-34, 61 
in 1935-36, 99 
in 1936-37, 148-53 
of finished goods, 283 
subsidisation of, 71, 99, 246, 259 
to large economic regions, 286 
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Family allowances, 192 n., 210, 

210 n. 

Farm selling prices, 156 
Feder, Gottfried, 215 n. 

Fenizio, F. di, 184 n. 

Fertilisers (artificial manures) : 
consumption of, 165 
credits for purchase of, 138 
decrease in price of, 178 
Finance of output : 

1932-36, 52-4, 92-3 

1937-38, 125-9 

r61e of money in relation to, 

214 

First Four- Year Plan : 

January 1935 to September 1936, 

72-100 

June 1933 -December 1934, 45-72 
labour policy under, 225-6 
scope of, 38-43 
success of, 101 
Piibl, Herr, 215 n. 

Pood : 

consumption p®^ head of, 140-41, 
207 

desire to he self-sufficing in, 229 
different kinds of, 97 
Germany stiU partly dependent on 
imports of, 239 
imports of, financed by foreign 
credits in 1924-29, 9 
imports of, reduced in 1933, 62 
proportion of domestic produc- 
tion of different kinds of, 97 
proportion of home supply of aU, 
143 

Second Pour-Year Plan in rela- 
tion to, 104, 106, 137-41 
shortages of, in 1936, 98 
steering of consumption of, 

163-4 

temporary shortages of, 254 
Food Estate (Jieichsnahrstand ) : 
agriculture reorganised under, 

57, 223 

and agricultural credit, 60 n. 
and training of agricultural 
labour, 118 

leadership system in, 221 
organisation of agriculture 
within, 223 
price policy of, 161 
Foot and mouth disease, in 1937— 
1938, 140 


Foreign exchange control : 

Boards, 67-8, 98, 176 
causes shortage of raw materials, 
73, 98-9 

complexity of, 70, 222 
importance of, 72, 213, 239 
instituted in 1931, 21 
Foreign exchange holdings, see 
under Gold 
Foreign loans : 

effects of, in 1924-29, 12-13 
in 1924-25, 5 
interest on, 63-5 
opposed by Dr. Schacht, 10-11 
relation of, to reparations, 13 
Standstill Agreement of September 
1931, 21, 64, 100 
totals outstanding, 1931 to 
March 1938, 282 
withdrawals of, 20-23 
Foreign trade : 

German attitude towards, 229 
in 1925-29, 14, 23 n. 
in 1928-32, 31 
in 1933-36, 61-72, 98-100 
in 1937, 148-53 

presents difficult problems for 
German economy, 239, 265-7 
Fortification of Germany's Western 
Frontier, 227 
France : 

delays Hoover moratorium, 21 
withdraws short -loan funds, 16 
Franhfurter Zeitung, 11 n., 206 n. 
Fraser, L. M., 235 n. 

Full employment : 
almost reached in some industries 
at end of 1936, 101, 237 
and gains of technical progress, 
238 n., 269 

effect of, on bargaining power of 
labour, 199 

effects of, on direction of invest- 
ment, 234-5 

endangers stability of prices and 
wages, 249-50 

leads to conscription of labour in 
June 1938, 227 

mitigates effects of unproductive 
investment, 240-41 
problem of maintaining, 256-65 
reached in March 1938, 218 
“rules of”, 129 
Funk, Herr, 103 ti., 222 
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“ Gemeinnutz vot Eigennutz ”, 219 
Goering, Field-Marshal (General) : 
decrees labour conscription in 
1938, 110-11 

formulation of wage policy by, 

172 

head of organisation of Second 
Four-Year Plan, 103 
Herrmann Goering works, 104, 
120, 219, 237, 243, 264 
major decisions taken by, 221 
relations of, with heavy industry, 
243 

says armaments use small frac- 
tion of German labour, 237 w. 
stresses sacrifices needed for 

Second Four -Year Plan, 107 
Gold, German economy independent 
of, 213-14 
Gold Clause : 

adopted in Dawes Plan, 4 n. 
rescinded in Young Plan, 16 
Gold Discount Bank : 
and Dividends Limitation Law, 77 
and volume of Central Bank 
money, 127 

issues Solawechsel, 81, 83, 125 
not subject to control of Credit 
Supervisory Board, 94 
origin of, 10 

subsidises foreign trade, 64 
Gold and foreign exchange holdings : 
in 1925, 5 n. 
in 1932-38, 280 
loss of, in 1930-31, 21-2 
Griinig, Herr, 215 ?i. 

GuiUebaud, C. W., 199, 202-3 

Harrod, R. F., 261 
Hawtrey, R. G., 7 n. 

Hereditary Farms Law : 

effect of, on agricultural labour, 
116 

expression of National Socialist 
racial policy, 224 
passed in 1933, 60-61, 143, 145 
Herrmann, K. A., 125 n. 

Hilferding Loan, conversion of, in 
1934, 77 
Hitler : 

announces First Four-Year Plan, 
38 

announces Second Four- Year 
Plan, 103 


announces withdrawal from Dis- 
armament Conference, 73 
appoints Commissioner for Price 
Formation, 172 
echoes saying of Frederick the 
Great, 201 

stresses necessity for sacrifices 
under Second Four- Year Plan, 
107 

takes office on January 30, 1933, 
32 

Hitler Jugend, training of, 264 

Home workers, standard of living 
of, raised, 210 

Hoover, President, proposal for 
moratorium, 20-21 

Hours of work : 

comparatively short in consump- 
tion goods industries in 
March 1938, 241, 255-6 
effect of lengthening of, on earn- 
ings, 188-9 
in 1937, 113, 188-9 
may be fixed by Trustees of 
Labour, 198 

may be reduced by technical 
progress, 269-70 

reduced in 1933 to spread employ- 
ment, 43 

restricted in textile industries in 
1934, 71, 91 
since 1928, 113 ti. 

Housing : 

activity greatest in large cities, 

231 

arrears in Germany, 145-6, 211, 
256 

as reserve of investment, 256 
influence of rate of interest on, 

133 

limited by other forms of invest- 
ment, 240, 242, 268 
policy since 1924, 145-8, 230- 

232 

remission of taxes on new houses, 
42 

Hudson, Mr., Secretary of Overseas 
Trade Department, 157 n., 
158 

Immigrant labour, in agriculture, 
111, 114 

Imports : 
analysed, 284 
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balance of with exports, 213 
control of, under New Plan, 68 
difficulty of financing, 239 _ 
financed by foreign borrowing in 
1925-29, 9 

from large economic regions, 

286 

in 1925-29, 22-3 
in 1928—31, 23, 31 
in 1932-37, 277 
in 1933-34, 61 
in 1935-36, 99 
in 1936-37, 148-53 
increasing in 1934, 62, 64-5 
of food and fodder, 280 
of raw materials, 285 
Income tax : 

abatement for female domestic 
servants, 39 

and depreciation allowance, 252 
on wages (see Wage tax), 191-2, 

239 

progressive rate of, 253 
replacements exempted from, 

39 

Indebtedness ; 

consolidation of public, in 1935- 
1936, 80-84, 101 
foreign, see Foreign loans 
growth of, since 1931, 130-31 
issue of public loans, 121-2 
of agriculture, 19, 165 
redemption of, 122 
rise in, after 1933, 28 
short-term, in 1933-34, 53 
state of, in 1930-32, 75-6 
wiped out by inflation of 1921- 
1923, 1 

Industrial Census of 1933, 87-8 
Industrial organisation, changes in 
1933-34 in, 54-7 
Inflation : 

effects of cessation of, 3, 5 
fear of, leads to changed system of 
finance in March 1938, 128-9, 

251 

no danger of, while there are 
unused resources, 214-15 
of 1921-23, 1 

Inland water transport, 257 
Insurance companies : 

private savings held in, 123 
resources of, in 1913 and 1923, 

2 n. 


take up new public loans, 80, 82, 
121-2 

Interest rate ; 

enforced reduction of, in 1931, 

24-5, 29, 75-6 
in 1925-29, 9, 16-17 
in 1933-34, 54, 74-8 
in relation to investment, 133, 

217 

possibility of further reduction of, 
132-4, 260, 261-2 
reduction in 1935-36 of, 78-80 
stabilisation of, 131-4, 217 n. 

Investment : 

amount of, 1932-36, 48, 89 
and the rate of interest, 133 
and saving, 251-6 
difficulties caused by scale of, in 
1938, 267 n., 268 
effect of post-war rationalisation 
on, 12, 14, 16 

effects on national income of, 48- 
52, 89-90, 101, 214, 234-9 
gross and net, defined, 27 
long-run equilibrium of savings 
and, 260-65 

loss of pre-war foreign, 9 n. 
recovery based on State, 217 
relation of credit creation to, 251 
reserves of, 256-60 
under Second Pour-Year Plan, 
119-23 

volume of 1924—29, 14 n., 27 
Investment goods, see Production 
goods 

Jews : 

and capitalist spirit, 264 n. 
and supply of academically trained 
ability, 248 

depression of standard of living 
of, 209 

restriction on emigration of 
Jewish capital, 67 
sales of shares by Jewish holders, 
245 n. 

Kahn, R. P-, 48 w., 215 
KettenJiandel, prohibition of, 177 
Keynes, J. M-j 25 'm., 48 
215 n. 

JConjunktur-Statistisches Eandhueh, 

45 n.f 46 n. 

Kotschnig, W., 247 n. 
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Kraft durch Freude (Strength Large- and small-scale industry, 56, 

through Joy) : 246-7 


activities of, 197 

administered by Labour Front, 195 
arranges cheap holidays, 211 
organises entertainments in 
country districts, 117 

Labour : 

attitude of, towards regime, ^00- 
201, 269-70 

conscription of, in 1938, 227-8 
measures for coping with shortage 
of, in agriculture, 114-19, 137 
in industry, 110-14 
shortage of skilled, in 1936, 109 

Labour hooks : 
instituted in 1935, 110 
show proportion of unskilled 
labour, 196 

Labour Courts, 199-200 

Labour Front : 

activities of, 194-7, 201-2, 226 
formed in 1933, 194 
levies from employers and workers 
for, 125, 191 

presses for higher wages in 1916, 
171 

promotes working-class housing, 
195, 231 

Labour-saving machinery : 
in agriculture, 118 
in industry, 258 
restrictions on, 1933-34, 56 

Labour Service : 
alteration in rations of, 164 
as training in physical labour, 226 
early beginnings of, 38 
helps to lessen class distinctions, 
201 

importance of, in dealing with 
unemployment, 225-6 
made compulsory, 41, 201 
numbers absorbed by Army and, 
86 

Labour Trustees : 
arbitrate in collective disputes, 
198 

empowered to fix minimum wage 
rates, etc., 187, 198 
functions of, extended in 1938, 
228, 250 

Laissez-faire economy, 238 n., 261, 
265 n. 


Lausanne Agreement, 30 
Lawyers, role of, in German 
economy, 108, 270 
Layton Committee, Report of, 9 n. 
Loans, see Indebtedness and Foreign 
loans 

Local authorities {Kommunen) : 
and employment creation, 35 
and foreign loans, 10-12 
conversion of bonds of, 78 
conversion of short-term debt of, 
76 

crippled by interest on debt, 28 
indebtedness of, 130 
reserves accumulated by, 259 
restrictions since 1931 on new 
borrowing by, 259 

Loeb, Colonel, and finance of new 
enterprises under Second 
Four- Year Plan, 120 

Mackenroth, G., 243 n. 
Major-Generals, rule of, 107 n., 108, 
271 

Managed economy, errors of, 240 
Marketing : 

associations, in agriculture, 57-8, 
161, 223 

English Hop Marketing Board, 

161 

German contrasted with British 
system, 58 
Marriage Loans : 

amount and importance of, 209- 
210 

and demand for housing, 146 
effect on marriages, 47 
initiated in 1933, 39, 42 
repayment of, 252 
unemployment insurance surplus 
to be used to finance, 192 n. 
Marriages, statistics of, 275 
Meade, J. E., 261 
Mengenhonjunhtur statt Preishon- 
junJctuTj 214 n. 

MiUers : 

compelled to store home-grown 
rye and wheat, 155 
Economic Association of, 58 n. 
reduced profit margins of, 162 
subsidisation of rye-, 162 
Milne, A. A., 163 n. 
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Monetary policy : 

effects of full employment on, 

128-9, 251 

not determined by theoretical 
considerations, 215 9^. 
under National Socialist regime, 
214-16 

Monopoly Food Boards, 58-9, 156-7, 
159-61 
Motor cars : 

expenditure on running, 239-40 
increased output of, 91 
lowering of taxation on, 40 
output of, stimulated by motor 
roads, 235 

price of, kept down by competi- 
tion, 168 
Motor roads : 

and pressure on constructional 
industries in 1936-38, 119 
expenditure on, 257-8 
military importance of, 235 n. 
productivity of, 235-6 
rate of construction of, could be 
slowed down, 268 
scheme for construction of, 39-40, 
91 

Multiplier : 

causes of low value of, in 1933-34, 
49-50, 55-7 
definition of, 48-9 
in 1935-36, 89-90 

Nahmer, Herr, 215 
National Economic Chamber, 55 
National Income : 
analysis of, 193 
and consumption, 125, 208, 

239-40 

and investment, 48-52, 89, 121, 
214, 234-5, 237-8, 240, 275 
1925-29, 14, 26 
1928-32, 31 
1932-34, 48-52 

1935- 36, 89 

1936- 37, 121 

ratio of taxation to, 124, 281 
share of profits in, 184, 193, 244-5 
National Socialist Party : 
and First Four-Year Plan, 89 
anti-capitalist trend of, 264-5 
attitude of, to cartels, 102, 179 
both nationalist and socialist, 244 
General Goering and, 103 
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maintained alongside machinery 
of the State, 271 
pressure of, to maintain employ- 
ment, 43 

propaganda of, for steering of 
consumption, 164 
relations of, to big industries, 243 
vast new buildings of, 239 
National Sociahst regime : 

abolishes collective agreements, 

187 

and conversion loan, 89 
and decentralisation of industrv. 
232 

and decrease of unemployment in 
1933-34, 52 

and Hereditary Farms Law, 116 
and protection of small-scale 
industry, 56, 246-7 
and right to worlc, 224 
and status of the worker, 200 
and trade unions, 194 
and the Universities, 247-8 
attitude of, towards land tenure 
and entail, 143-5 

basic features of economic system 
under, 213-33 

opposed to State management 
of industry,, 219-20 
prestige of, bound up with pre- 
vention of unemplo 3 mient, 
265 

price policy of, 154, 166 
uses tools forged by predecessors, 
38, 41 

New Deal, American experiment of, 
214 

New York Stock Exchange boom, 
collapse of, 17 

Normal prices {Bichtpreise), fixed by 
Price Commissioner, 169 

Oefia, 35, 35 n,, 36 
Olympic Games in Berlin, 100 

Papen, von : 

and issue of employment creation 
bills, 82 

effects of his measures, 43-5 
recovery measures of, in 1932, 32, 
34-8 

replaces Briining Government, 30 
Paragraphengeist, 270 
Payment Agreements, 65, 152-3 
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Pigou, Professor, 230 

Plastic materials, replace iron and 
other metals, 229 

Population : 

decentralisation of, 230-32 
in 1928 and 1937, 205 
statistics of, in 1913 and since 
1928, 275 

Post Office, capital expenditure, of, 
34, 40 

Price Commissioner, see Commis- 
sioner for the Supervision of 
Prices and Commissioner for 
Price Formation 

Price level in Germany, above world 
level since 1931, 33 n.^ 71, 172, 
216 

Price policy : 

administered by Price Commis- 
sioner, 166-71 
agricultural, 154-5 
and cost accountancy, 180 
and steering of consumption, 

163-4 

deflationary policy in 1931, 24, 
166 

difficulty of maintaining, under 
full employment, 250 
foreign exchange control and, 

67, 72 71., 213-4 
in regard to imports, 156-9 
stabilisation policy of National 
Socialist regime, 154, 255 
success of, 180-81 
under Second Four-Year Plan, 
171-81 

Price Stop Decree : 
and price level, 250 
and wholesale prices, 182-3 
of November 3rd, 1936, 172-81 

Prices, retail : 
changes in, 1932-38, 185-7 
faU of, in 1931-32, 25 
of agricultural products, 60, 

161-2 

reduced by Price Commissioner 
in 1937, 178 
rising in 1936, 102 

Prices, wholesale : 
and Dr. Schacht’s New Plan, 92 
control of, to October 1936, 166-7 
details of, 1932-38, 182 
in relation to wages, 26 
influence of cartels on, 18-19 


lowered by decree in 1931, 24-5, 
166 

1925-29, 14-15 
1928-32, 31 

of agricultural products, 58-9, 97, 
155-65, 223-4 

of imports and exports, 61-2, 68-9, 
99-100, 149 

of staple fibre and benzine, 

242 n. 

of textile materials, 71 
policy of stable price level, 154, 
218, 249-50, 255 
rising in 1936, 102 
stabilised in 1933, 43, 49 
under Second Four-Year Plan, 
171-83 

“ Pride of Possession ” and “ Misery 
of Mortgage ”, 60 ti. 

Prion, W., 74 ti. 

Production goods industries : 
expansion of, 216-7, 241 
full employment in, 235, 237 
investment in, since 1928, 276 
output of, in 1929, 14-15 
output of, in 1934-36, 90-91 
output of, in 1936-37, 134-5 
output of, since 1926, compared 
with that of consumption 
goods, 135-6 

problem of transfer of resources 
from, 241-3, 263 

restriction of investment in, 56-7 
rise in output of, in 1934, 47 
rise in wages in, 188 

Productive and unproductive 
investment : 
defined, 236 
discussed, 235-41 

in relation to employment creation 
programmes of 1932-34, 51, 
236 71. 

Profits : 

amount of, in 1932-37, 183-5 
effect of volume of, on saving, 
252-3 

investment financed out of, 85, 

120, 126, 252 

large, in case of cartels, 179 
methods of regulating, 245-6 
restriction on payment of divi- 
dends out of, 77 

share of, in national income, 244 
statistics of income from, 193 
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Profit margins : 

absolute amount of, fixed, 168, 
176 

reduction in, as a method of 
controlling profits, 245 
regulation of, in agriculture, 58, 
161-2 n. 

Propaganda : 
and saving, 255 

and the steering of consumption, 
164, 209 n. 

power of, over public opinion, 

262 

Prosperity Index : 

abandoned in Young Plan, 16 
inserted in Dawes Plan, 4 n. 

“ Psychic dissatisfaction,” 209 

Queues, absence of, in Germany, 90, 
254 

Railways : 

decline of replacements in, during 
depression, 36 

finance of capital outlay in 1932 
by, 34, 40 

loan issued in 1935, 80 
productivity of investments in, 
236 n. 

working to capacity in 1938, 257, 
257 n. 

Rationalisation : 
of agriculture, 118 
of industry in 1925-29, 6-7, 12, 14 
under Second Four- Year Plan, 
113-14 

see also Technical progress 

Rationing : 

and steering of consumption, 165 
conditions which may give rise 
to, of consumption, 251 
incomes limited in order to avoid, 
239 

no general form of consumers’, 90 
of butter, 163, 254 
of credit, 3, 16 
of foreign exchange, 65-6 
of raw materials, 70, 90-91 

Haumforschwig und Maumordnung, 
231 rt. 

Raw materials : 

effect of a foreign slump on prices 
of, 266 
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expansion of domestic, favoured 
owing to New Plan, 73 
higher than world prices paid for 
157-8 ’ 

import of, increasing in 1934, 64.5 
new types of, 104-5, 229 
prices of new, 242 n. 

State policy in regard to, 229-30 
statistics of imports of, since 1928 
285 

supply of, and standard of living 
242 ^ 

supply of foreign, controlled, due 
to New Plan, 67 
Rearmament : 

budget expenditure increased bv. 
85 

carried out at expense of real 
income, 90 

difficulties caused by intensifica- 
tion of, since June 1938, 267 n., 
268 

finance of, by “ special ” bills, 74 
importance of, in creating em- 
ployment, 74, 234-7 
investment demands of, 237 
not essential to Germany’s future 
prosperity, 260 
pressure of, on constructional 
industries, 119 

whether end of, will lead to a 
slump. 256-60 

Regional- and town-planning, 231 
Reich Settlement Law of 1919, 144 
Reich Statistical Office, 83, 143, 146 
Reichsbank, 5 n., 16, 20, 21, 22, 29, 
37, 66, 78, 93, 124, 128, 129, 
131 

and foreign borrowing, 10-12 
and Solawechself 83 
control over banking system, 94-5 
determines volume of central 
bank money, 127 
discount rate unchanged since 
1932, 132 

discounts employment biUs, 35, 53 
discounts “ special ” bills, 74, 81 
effects on, of crisis of September 
1938, 129 n. 
new statutes of, 52 
note issue of, 54 n.^ 280 
open-market powers and policy 
of, 5, 34, 52-3, 76, 131 n. 
policy in 1924, 3 
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Beichsbank — conH. 
policy in 1925-26, 6 
provides funds to finance invest- 
ment, 34, 101, 214 
return for 1928 and 1932-38, 280 
statutes under Dawes Plan, 4, 11, 
34, 216 

Reicliskreditgesellschaft, 44, 61, 86, 
87f 71., 109 n.f 112, 122 n., 
126 ?i., 134 n., 135 n,, 142 n., 
143 153 n., 156 n., 186 n.^ 

189 71., 205 71., 207 ti., 275 n., 
277 71., 279 7?,., 280 n., 281 n., 
283 n., 284 n., 285 287 n. 

Reinhardt Programmes : 

Pirst, 38, 82 n., 82-3 
Second, 40 

Rentenmark : 
origin of, 1-2 

replaced by Reichsmark based on 
gold, 5 

Rentrop, W., 176 ti. 

Reparations : 

Dawes Plan and, 4-5 
in 1930, 18 

Lausanne Agreement, 30 
payment of, 8, 13 Tt. 

Young Plan and, 16 

Replacement cost, 169, 176 

Replacements and renewals, 27, 39, 
48, 73, 85, 258-9 

Richter- Altschafier, Herr, 215 ti. 

Right to work, State recognition of, 
224-9 

Roberts, Professor S. H., 197 n. 

Robinson, J., 48 n. 

Ruhland, G., 215 n. 

Rumania, compensation trade with, 
150 

Russia : 

a planned economy of different 
type from Germany, 220 
decline in exports to, 62 

Savings : 

and investment in 1937, 119-25 
from 1925 to 1929, 8-9 
growth of, in 1934-36, 80, 83-4, 

90 

influence of rate of interest on, 
133 

money market and transfer to 
investment of, 129, 214 
negative in 1932-33, 32 


of the German people swept away 
by inflation of 1923, 1 
sources of new, 251-5 

Savings banks : 

deposits in, in 1913 and 1924-38, 
254-5, 255 n. 

effects of fall in interest rates on, 
132-3 

importance of, for capital market, 
80 n. 

resources in 1913 and 1923 of, 

2 n. 

take up new public loans, 80 
withdrawals in 1931 from, 20-21, 
30 

Schacht, Dr. H., 2 n. 

Acting Minister of Economics in 
July 1934, 67 

announces cessation of issue of 
“ special ” bills, 128 
attitude of, to foreign borrowing, 
10-11, 13 n. 

effects of New Plan of, 73, 98-9, 
166 

encourages cost accountancy, 

180 

institutes New Plan in 1934, 47, 
67 

reappointed President of Reichs- 
bank in March 1933, 16 ti. 
replaced by Herr Funk as Minister 
of Economics, 103 
resigns presidency of the Reichs- 
bank, 16 ti. 

responsibility of, for monetary 
policy, 215 71. 
table quoted from, 2 n. 

Schiller, K., 50 n., 53 n. 

Schleicher, von : 
and issue of “ urgency ” pro- 
gramme, 34 

appoints Commissioner for Crea- 
tion of Employment, 34 
repeals wage measures of von 
Papen, 37 

S.S. {Schutz Staffel) and S.A. (Sturm 
Abteilung) : 

Das Schwarze Korps^ organ of S.S., 
264 

effect of, on numbers in employ- 
ment, 86 

Second Four -Year Plan : 
and location of new factories, 
230-32 
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and planned economy, 220 n. 
and price policy, 171-81 
and “ mle of the Major-Generals”, 
107 n., 108, 271 
and supply of labour, 108-19 
and volume of investment, 237 
encourages large-scale industry, 
246-7 

finance of investment under, 
119-21 

organisation of, 107-8 
origin of, 102 
productivity of, 237-8 
prospects of success of, 141, 229- 
230 

relaxation of protection of labour 
due to, 203 

sacrifices caused by, 107-8 
scope of, 103-6 

Second industrial revolution, talk 
of, by German engineers and 
economists, 105 

Short-period supply curves, 128, 

215 

Social insurance, burden of con- 
tribution for, 191-2 
Solawechsel, issue of, 81, 83 
South-eastern Europe, trade with, 
99, 150-51, 153, 157, 262, 286 
South America : 

Aski mark trade with, 152 
imports from and exports to, 150, 
286 

Special bills : 

decision to cease issue of, 128-9, 
131 n.y 251 

now loans in relation to issue of, 
82 

outstanding at end of 1937, 125 
used to finance rearmament, 74 
Standard of living : 
attitude of Gorman labour to- 
wards, 107, 269-70 
dependent on growth of consump- 
tion goods industries, 241, 
263 

dependent on success of Second 
irour-Year Plan, 230 
importance of rise in, 264 
higher in 1937 than in 1933, 137, 
238 n. 

in relation to productivity and 
size of invofitmont, 237-8 
since 1933, 204-12 


Standstill Agreement ; 
amount outstanding under, 282 
of September 1931, 21, 64, 100 
Staple fibre : 

deterioration in quality of textiles 
due to, 92, 186, 208-9 
new substitute raw material 104 
229 

price of, reduced, 175, 178, 242 n. 
restriction of investment in pro- 
ducing, 73 

Statistisches J ahrbuchfur das Deutsche 
Reich, 27 n., 63 193, 275. 

280 n. 

Steel houses, 256 n. 

Steering of consumption, 163-5, 

209 n.y 260 n. 

Stinnes concern, collapse of, 5-6 
Stock Exchange : 
decline in economic importance 
of, 217 

rise in prices on, July 1932 to 
May 1933, 44 

share prices, significance of fall in 
1938 of, 245 
Stocks : 

changes in, held by industry 
since 1928, 276 

issue of tax certificates relieves 
pressure to reduce, 45 
movement of, 1926-32, 27 
of bread cereals in 1937 and 1938, 
139 n. 

of finished commodities, 30, 90 
of foodstuffs, 159-60, 267 n. 
Stuckrad, E. von, 146 n. 

Substitute employment : 
defined, 46 

extended by Hitler Government, 
41 

importance of, in 1933-34, 46-47, 
225-6 

not important in 1936, 86 
origin of, 37, 47 n. 
see also Labour Service 
Sudetonland, incorporation of, 

257 269 

Syrup, Dr., 203 

Taxation : 
and saving, 251-2 
in proportion to national income, 
90 w., 124, 281 

reduction of, in 1933, 39, 41-2 
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Taxation — contd. 
rise in yield of, in 1934-36, 84-5 
rise of, in 1930-32, 24, 28-9 
statistics of, since 1928, 281 
yield of, in 1937, 124 
Tax Remission Certificates : 
circulation of, in 1933-34, 41-2, 

44 

continued in 1933, 38, 42 
effects of, 44-5 
first issued, 32-4 
issued against accumulated divi- 
dends, 11 n. 
redemption of, 122 n. 

Teclmical progress : 
and expansion of consumption 
goods industries, 243 
and growth of national income, 
235 

and productivity per head, 136-7 
and standard of living, 238 n. 
gains of, can provide larger output 
or more leisure, 269-70 
helps to preserve equilibrium of 
German economy, 256 
in agriculture, 118 
Second Four-Year Plan and, 105, 
113-14, 258 
Terms of trade : 
in 1930, 18 
in 1934, 62 
in 1935-36, 100, 106 
would be turned in Germany’s 
favour by a foreign slump, 
266 

Textile Fibres Decree, 71, 91-2, 168 
Textile Materials Law, 92, 168, 175 
Trade cycle : 

and investment policy in 1933- 
1934, 56 

control of, as aim of German 
policy, 265 

international, and German econ- 
omy, 67, 150, 213-14, 266-7 
theories of, 48, 215 n., 234 
turning-point of, in 1929, 15 
upward tendency of, in 1932, 52 

Unemployment : 

after the stabilisation of the 
mark, 3 

attitude of State towards large- 
scale, 224-6, 265 


ceases to be important problem, 
101 

contrast between 1932 and 1938, 
269 

falls to 338,000 in April 1938, 

111 

in 1925-29, 6, 8, 14 
in 1930-32, 24-5, 31 
in 1932-34, 32, 44-7 
in 1935-36, 85-6, 88-9 
invisible, 45 
pressure to reduce, 43 
“ statistical ”, 51 
statistics of, since 1928, 277 
Unemployment insurance : 
benefits reduced in 1931, 24 
breaks down in 1931-32, 26, 

226 n. 

contributions for, 124, 191-2, 

192 w., 281 

finance of Labour Service by, 37 
finance of productive unemploy- 
ment relief by, 35 n., 47 n. 
introduced in 1927, 3 ti., 16 
United States : 
boom on New York Stock 
Exchange, 17 

currency devaluation in, 50 
decrease of German trade with, 
150 

economic fluctuations in, 269 
effect of boom of 1927-29 on 
savings in, 260 
free economic system of, 232 
loan of $35 millions to Germany 
by, 20 

prosperity in, reacts on German 
economy, 14, 170 
rationalisation methods of, copied 
by Germany, 7 

“ Urgency ” programme, expendi- 
ture on, 34, 36, 37, 82 

Volkischer Beohaohterj 264 ■ 
Volkswagen, 239-40 

Wages : 

and wage policy under Nationa/1 
Socialism, 187-93, 226, 217- 
218, 244, 249-50 

device for lowering, in 1932, 36-7 
dissatisfaction in 1936 at failure 
of, to rise, 102, 171 
effect on prices of lower, 25 w., 26 
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in 1925-29 and 1928—32, 14, 16,31 
lowered in 1930-3L, 24=-5 
money and real, in 1030^, 18 
whether German labour "willing to 
work at present, 269 
Wage tax : 

as deduction frona gross "wages, 
191-3 

details of, 192 

possible future reduc-fcioii. of, 260'1 
raised in 1930-31, 24= 
reason for high rate of, 2339 
Wagner, J., Commissioxier -for Price 
Formation, 172, 177" 181 


Wartime economy, 268 
'W ehrwirtschaft (War Economics),, 
108, 215 n. 

'Winterhilfe ; 

absorption of profits by, 246 
contributions to, 191 
importance of, 42, 210 
started in 1933, 42 
y^irtschaft und Statistih, 142 n., 

184 n., 193 71., 275 n. 
Woolworth stores, in Germany, 254 
Works Councils, 199 
World trade, growth of, in 1937, 
148-9 
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